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MONDAY, JULY 13, 1959 
U. S. SENATE, 


CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON INTERNATIONAL FINANCE, 
Washington, D.C. 

The subcommittee met, pursuant to notice, in room 5302, New Senate 
Office Building, at 10: 10 a. m., Senator William Proxmire presiding. 

Present : Senators Sparkman, Frear, Proxmire, and Bennett. 

Senator Proxmare. The committee will come to order. 

Senator Sparkman may be here shortly. We are not sure exactly 
when he is going to come. 

I understand Senator Bennett is on the way. 

In the meantime, we feel, in order to conserve time, that we should 
go ahead. 

I am going to read a brief statement that I have in connection with 
these heari ings, because a resolution that I introduced at least in part 
provoked the hearings. 

The purpose of the resolution was to ascertain the facts with respect 
to the effects of private foreign investment on the American economy, 
particularly with respect to production and employment. 

A number of thought-provoking articles have appeared in the press 
on this subject. The facts presented i in them are so startling that it 
would be a serious oversight for Congress to ignore them. 

The articles to which I refer are those appearing in the Wall Street 
Journal on March 19 headlined “Machine Tool Tactics—More Makers 
Buy Into Foreign Firms as High Prices Slow Their Sales” and on 
April 20 headlined “Traveling Tractors—Producers Spur Imports 
From Their Foreign Plants, Cite Savings”; an excellent article in 
Newsweek on Mareh : 30, “Pricing Ourselves Out of the Market ?”; one 
from Foreign Commerce W eekly, April 6, “U.S. Industry Shows In- 
terest”; one from the Washington Post and Times Herald, April 6, 
“Export of Venture Capital Will Grow”; and in U.S. News & World 
Report on July 6, one headlined “Story of a Million Jobs ‘Exported’ 
from United States.” 

I should like to submit these for the record at this time. 

(The articles referred to follow :) 


[From the Wall Street Journal, Mar. 19, 1959] 


MACHINE Toot TacticSsS—MorE MAKERS Buy INTO FoREIGN Firms as HIGH 
Prices Stow THEIR SAaLes—OrTHER U.S. Propucers AGREE To IMporT 
EUROPEAN Toots; COMMON MARKET Is A Spur—AvrTo, AIR Force BuyiIne 
Lacs 

(By Harlan Byrne) 


Sundstrand Machine Tool Co., of Rockford, Ill., soon will announce purchase 
of a controlling interest in a French tool company. The French firm will be 
expanded to turn out Sundstrand tools for the European market. 
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zater this month, a freighter bearing 50 English-made engine lathes, a basic 
machine tool, will dock in New York City. Oddly enough, the shipment, worth 
about $300,000, will be addressed to an American firm that also makes lathes. 
The firm—Clearing Machine Corp., of Chicago, a division of U. S. Industries, 
Ine.—will sell the English lathes in this country and expects to import many 
more. 

These divergent moves have one thing in common. They’re both symptomatic 
of the growing inability of U. S. machine tools—and many other manufactured 
goods, for that matter—to compete pricewise with foreign-made products. A 
major reason is fairly well known: Labor costs in the United States are higher— 
they're two to four times those of Europe, the area providing toolmakers’ heavi- 
est competition. 

Several industries, such as textiles and electrical equipment, have been 
complaining of growing competition from imports for years. But imports’ impact 
more recently has been spreading to automobiles, steel, and a number of other 
industries. Ernest R. Breech, chairman of Ford Motor Co., recently declared 
that swift industrial development and cost advantages in foreign countries are 
threatening both the oversea and domestic markets of American industry. 


COMMON MARKETS IMPACT 


Machine tool builders are losing ground steadily in foreign markets—so far a 
mere foretaste of a drastic setbock they foresee in a few years. The European 
Common Market, for instance, is a major worry. ‘ihe market nations—France, 
Germany, Italy, Belgium, The Netherlands, and !l.uaxembourg—plan_ progres- 
sively to eliminate tariff barriers among themselves, but to maintain a com- 
mon tariff front against other nations. This will make it easier for West 
Germany to sell machine tools in France, for instance, but relatively more 
difficult for a U.S. firm to do so. 

Jrowing numbers of American firms are trying to regain lost business, and 
to head off future losses, by producing machine tools abroad, either by purchasing 
foreign companies or by setting up new plants overseas. 

“There are so many Americans running around over there, the sale prices on 
European firms are going sky-high,’ grumbles one Ohio machine toolmaker. 
So far, he has resisted the urge to go deeply into oversea manufacturing. 
Reportedly, one U.S. company recently backed away from an acquisition in 
Europe because of the high asking price. 

Meantime, imported tools flowing into the United States account for a 
growing share of domestic sales. Often, they undersell U.S. machines by 25 
to 40 percent. For example, one type of small American lathe, without electrical 
apparatus, carries a list price of $5,145. It faces competition from a com- 
parable English lathe that sells in this country for about $3,600. 


LIGHT THOUSAND DOLLARS VERSUS ELEVEN THOUSAND DOLLARS 


Francis J. Trecker, president of Kearney & Trecker Corp. of Milwaukee, says 
a small-size West German milling machine is coming into the United States 
for $8,000, compared with $11,000-or-so for its American counterpart. The 
competition is equally as severe for American tools selling in foreign markets. 

Some toolmen loudly complain the rising tide of imports ultimately will cripple 
American machine tool building capacity. The National Machine Tool Builders 
Association even now is gathering data for a possible drive in Washington 
for higher tariffs, a stronger “Buy America” act, or both. 

Present tariffs have little effect on imports; the 25 percent to 40 percent price 
advantage enjoyed by foreign tools takes into account current tariffs, which 
average about 15 percent. The Buy American Act as it now vtands provides that 
the Government, in buying for it own needs, must purchase U.S.-produced goods 
if the price of the domestic product is no more than 6 percent above the price of 
a comparable import. This act obviously is of little help to U.S. machine tool 
builders now. 

U.S. machine tool builders, however, are not of one mind on tariffs. Some of 
the bigger companies, as they push into foreign operations themselves, are tend- 
ing more and more toward freer trade. But most of the U.S. firms are relatively 
small and have neither the inclination nor the funds to get into oversea produc- 
tion; this group tends to be highly protectionist. 
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Especially alarming to this group is talk— to date that’s all it is—that Ameri- 
can producers setting up shop abroad before long may begin selling in this country 
the tools they make overseas. 

“We would do that only as a last resort,” claims an executive of one Cincinnati 
toolbuilder which recently completed a new plant in England. Executives of 
other tool firms involved in foreign manufacturing say they have no such plans, 
but infer it could happen later. Another Ohioan, whose firm manufactures tools 
abroad, but has no intention of shipping any back to the United States, says pri- 
vately, “It will be a sad day for the machine tool industry when American firms 
start selling their own foreign-:nade tools in the United States.” But such 
sentiments aren’t stopping toolmakers from importing products of foreign firms. 

The U.S. toolmakers’ price problem has been growing in the past decade, the 
average price of American-made tools has doubled. 

“It looks as if we’re pricing ourselves out of world markets,” says Donald H. 
McIver, vice president of Detrvit’s Ex-Cello-O Corp. It’s a comment being 
heard over and over nowadays. 

True, the trade woes of machine tool men are not unique, as executives in such 
major fields as steel, electrical equipment, and textiles will testify. But in few 
basic industries is the trouble more acute. It’s especially painful now because 
tool demand in this country, overall, is less than half what it was at peacetime 
high 3 years ago And domestic prospects are far from bright at the moment. 

While most industries have begun to climb out of the recession, machine tool 
demand has risen only slightly in recent months, following a 2-year-long tumble. 
The industry is shipping tools now at only about 30 percent of capacity. 

To be sure, the industry is relatively small in comparison with autos or steel, 
having a capacity to turn out about $1.2 billion of tools annually. But it’s a key 
industry, for machine tools are the muscles of manufacturing. Just about every 
product involves the use of a machine tool in its manufacture or delivery. 

For instance, they make the working parts of household conveniences such as 
the telephone, television, radio, washing machine, refrigerator, and vacuum 
cleaner. Autos, locomotives, airplanes, and missiles require machine tools. 
On factory production lines, these power-driven tools, in a variety of types, per- 
form basic metal cutting and shaping tasks—hboring, grinding, turning, milling, 
planing shearing, or stamping away at raw metal. 

A few statistics show the impact of foreign competition. Prior to World War 
II, imports were insignificant. ive years ago, they were less than 38 percent 
of domestic shipments, after deducting exports. In 1958, they rose to nearly 
7 percent and the ratio is expected to rise henceforth. 


DOLLAR VOLUME DECLINES 


Actually, dollar volume of imports last year declined to an estimated $30 
million, from around $37 million in 1957, but the drop was less than 20 percent, 
compared with a slump of more than 50 percent in domestic shipments, from $972 
million to $447 million. 

The record year for imports was 1952, when pellmell Korean war buying 
brought on shortages, attracting a $49 million flood of foreign tools. ‘Tool 
buyers took anything they cou'd get their hands on in those days,” recalls 
Ludlow King, executive vice president of the National Machine Tool Builders 
Association in Cleveland. But by 1955, imports had slipped back to $16 million. 
They jumped 50 percent both in 1956 and 1957. 

Before World War II and in the early postwar years, U.S. toolmen on the 
average rang up about 25 percent of their total sales in the export market. In 
recent years, exports have dwindled to about 10 percent of the total, and further 
erosion is expected. For some companies, exports have nearly evaporated. 

Mr. Trecker says that in the late 1930’s around 40 percent of Kearney & 
Trecker’s volume was exports, compared with around 2 percent or 3 percent 
now. “It’s getting to be absolutely impossible to sell in foreign markets unless 
you have a foreign plant,” he says. 

“As recently as 10 years ago, about one-fourth of our volume was exports,” 
relates K. M. Allen, executive vice president of Rockford Machine Tool Co. 
“Now it’s down to 5 percent or less.” Mr. Allen is one of the Yanks who recently 
has been touring Europe, not merely to see the sights. “We’re not big enough 


to build our own plant, but we would like to buy a controlling interest in a 
small firm,” he says. 
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TOP PAY: 70 CENTS AN HOUR 


In England, Mr. Allen was “amazed” to find the top pay for machinists in 
a new American-owned plant was 70 cents an hour, compared with an average 
of about $2.60 or more in the United States. “You can buy iron in England for 
8144 cents a pound, compared with 20 cents here,” he adds. 

Manufacture of American tools abroad is not new, of course. For years, 
a number of U.S. companies have had some of their tool lines made in Europe, 
through licensees. And a handful of firms, such as Cincinnati Milling Machine 
Co. and the La Pointe Machine Tool Co. of Hudson, Mass., have had their own 
oversea plants. But by U.S. standards the plants were small. Within the last 3 
years, American tool men have stepped up oversea manufacturing. They’ve 
either expanded or built their own plants, or bought into existing firms. 

Item: Last July, Kearney & Trecker acquired a controlling interest in a big 
English firm, C.V.A. Jigs, Moulds & Tools, Ltd. The English firm presently 
employs 2,300, while Kearney & Trecker, ironically, is down to 1,300 workers, 
from 3,000 about 2 years ago. 

Item: Ex-Cello-O recently broke ground near Eislingen, West Germany, for 
a new machine tool plant. The new plant will house expanded operations of 
a firm acquired last September. The company was Werkzeugmaschinenfabrik 
Geoppingen G.M.B.H., a maker of lathes and planers. The name has been 
changed to Ex-Cello-O G.M.B.H. “Higher costs forced us overseas,” is the 
laconic explanation of Mr. McIver, the Ex-Cello-O vice president. 

Item: Landis Tool Co., of Waynesboro, Pa., last fall bought out John Lund 
Co., Ltd., of Keighley, England. 

Item: Last year, 126-year-old Brown & Sharpe Manufacturing Co., Providence, 
R.I., put in operation a new plant in Plymouth, England. “During many years 
before the war, exports were as much as 30 percent of our business,” recalls 
Henry 8S. Sharpe, Jr., president. “Now they’re below 10 percent. You have to 
make many of your tools abroad nowadays if you're going to be represented in 
foreign markets.” 

Item: Cincinnati Milling 2 years ago expanded its English plant and now 
ponders expansion of its 4-year-old plant in Holland. And other U.S. toolmakers 
reportedly will be announcing foreign ventures this year. 


JOINING FORCES 


In addition, more and more firms are looking for tieups to sell and manu- 
facture foreign tools in this country. Most imported tools are sold through 
established U.S. distributors, who usually handle a number of American lines, 
too. But, more and more the toolmakers themselves are joining forces with 
foreigners. 

The import agreement made by Clearing Machine Corp. appears to be precedent 
setting in size and portent. 

Clearing Machine signed the sales pact with T. 8S. Harrison & Sons, Ltd., Heck- 
mondwike, England. The Harrison lathes will be sold in the United States and 
Mexico by Clearing’s sales staff, for a percentage of the selling price. The lathes 
are smaller than the ones made by Clearing. In short, the Chicago firm decided 
the easiest way to expand its line was to sell the Harrison lathes. 

“We think this deal will shake some of our buddies in the machine tool business 
down to their heels,’ comments a spokesman. “Actually, it should start a trend. 
We think a lot of people have been wating around for an American toolbuilder 
to break the ice.” The spokesman plainly leaves the impression the firm expects 
to push the imported tools vigorously. 

For the future, significantly, Clearing and Harrison are planning to team up on 
new designs for machine tools. The newer tools would be built in England and 
shipped into the United States. 

Another midwestern tool executive concedes his firm may be forced into a 
similar transaction. “Unless our business improves a lot, we may have to line up 
with a foreign firm on an import deal,” he says. H. Ezra Eberhardt, chairman 
of Gould & Eberhardt, Inc., Irvington, N.J., says his firm soon will announce an 
agreement involving a foreign tool linkup, although he declines to specify whether 
it will be an import or export arrangement. 

Regarding the Clearing-Harrison alliance, still another Midwesterner com- 
ments: “It’s wrong, as far as I’m concerned, for a domestic builder to import the 
products of a foreign builder.” 

In various types of recent agreements, several small U.S. firms have arranged 
to make or sell foreign tools in this country. In most cases, however, the number 
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of tools involved so far is small. The companies include Fellows Gear Shaper 
Co., Springfield, Vt., and Cone Automatic Machine Co., Inc., Windsor, Vt. 

Fortunately for the big majority of U.S. tool companies, imports so far have 
been concentrated heavily in a few lines of tools. Chiefly, imports have been 
small sizes of engine lathes, radial drills, shapers, and milling and grinding 
machines. In 1957, for example, lathes accounted for more than 20 percent of 
total imports. 

THE LARGER LINES 


In the larger, more complicated tool lines, American machines still are preferred 
because of higher and more accurate production capability, it’s generally ac- 
knowledged. This includes the types of high speed tools that are used in mass 
production of major automotive components, such as engine blocks and trans- 
mission housings. But the Europeans have been narrowing the technical gap on 
larger tools in recent years, American producers concede. And more com- 
petition is implied for the future. 

World War II, of course, destroyed much of the prewar European machine tool 
capacity, particularly in Germany. After the war, European toolmen were 
pressed to meet demand in their own countries. U.S. firms stepped in to fill many 
of these needs, just as they had done extensively before the war. But as Euro- 
peans have recovered from the war and expanded, they’ve gained a clearcut 
advantage, largely because of the cost-price upswing in this country. 

There’s no question the foreign trade pinch would be less painful if domestic 
demand were more robust. At the moment, the majority of U.S. tool executives 
can see little more than a modest recovery for the remainder of this year. 

To see what’s happened, take a close look at statistics of the National Machine 
Tool Builders Association, covering the metal cutting segment of the industry. 
The other segment is metal forming. But statistics on the forming end of the 
business have been compiled for only 2 years. 

Beginning in the last half of 1955 and extending through the early part of 1957, 
incoming orders for metalcutting tools rolled in at a record peacetime rate. 
Orders totaled $927 million for the year 1955, followed by $924 million in 1956. 
The following year they fell to $520 million. Last year they plunged to around 
$281 million, the lowest since 1949. Many companies report their incoming 
orders in 1958 were the lowest since before World War II. 


COMING FROM LOW LEVEL 


For 1959, the majority of toolmen see little more than a 25-percent gain in 
new orders. And while 25 percent sounds like a big gain, it’s coming from a low 
level. 

“If you’re operating at only 25 percent of capacity and have a 50-percent 
stepup; for example, you still would be operating only at 37% percent of ca- 
pacity,” comments an officer of Giddings & Lewis Machine Tool Co., Fond du Lac, 
Wis. 

Why the slow recovery? There are a number of reasons. For example, 
in late 1955 and early 1956, the auto companies went on a tool-buying spree. 
Reportedly they placed close to $500 million in new orders in a 6-month period. 

The auto companies now are buying new tools in comparatively small volume. 
“Detroit is dead compared with 3 years ago,” observes one Illinois toolbuilder. 
One reason: The auto companies in the past year have resorted increasingly to 
rebuilding of older tools to meet some of their requirements for new produc- 
tion facilities. 

Toolmen say that the big majority of retooling done by General Motors Corp., 
Ford Motor Co., and Chrysler Corp. for the new small cars has consisted of 
rebuilding older machines. The auto companies either do the work them- 
selves or, more often, give the business to a machine-tool company at half or 
less the price of a comparable new tool. 


AIR FORCE CUTS BUYING 


Also, during the tool-buying spree of 1955 and 1956, the Air Force was a big 
buyer of large machines for turning out aircraft components. In early 1955 
and 1956, the Air Force placed something like $150 million of orders, it is esti- 
mated. But now the Air Force is buying few tools. Missiles are replacing 
aircraft. Production still is relatively low and requires more metal fabrica- 
tion than it does metal cutting and forming, for example. 
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Other metalworking manufacturers generally were buying tools for expansion 
at a fast pace in 1955 and 1956. Now they have excess capacity. There's no 
evidence yet that manufacturers generally will embark on another major round 
of expansion—and thus tool buying—before 1960. 

“Recovery in the machine-tool business has a long way to go,” sums up 
Frederick V. Geier, Cincinnati Milling Machine chairman. 


[From the Wall Street Journal, Apr. 20, 1959] 


TRAVELING TRACTORS—PRODUCERS Spur IMPORTS FROM THEIR FOREIGN PLANTS, 
Cire SAVINGS—HARVESTER GETS First UNITS—OLIVER SEEKS FOREIGN TIE— 
CASE EXPANDS IN FRANCE—THE UAW Srarts To Worry 


(By John F. Lawrence) 


At a pier in Jacksonville, a crew of husky Negro stevedores was busy a few 
days ago unloading a shipment of bright red farm tractors from the hold of 
the British freighter, Manchester Merchant. 

This work scene in the warm Florida sunshine went practically unnoticed. 
The shipment was small—only 12 tractors. And the big farm equipment 
factories in the North were busy with their own affairs turning out a heavy 
flow of equipment for farm needs this summer. 

These 12 tractors, however, have a special significance. They are the first 
farm machines that International Harvester Co., the world’s largest maker 
of such equipment, has imported from abroad. The company will bring in 
300 more between now and summer—all made in Harvester’s factories overseas. 
And that’s just the start, company officials predict. 


A GROWING CROWD 


Harvester is not alone in this endeavor. Ford Motor Co.’s tractor division 
and Massey-Ferguson, Ltd., of Toronto already are active importers. And now 
three other major farm equipment companies are considering similar steps. J. I. 
Case Co., the big Racine, Wis., producer, probably will be next to take the plunge. 
Both Oliver Corp., of Chicago, and Minneapolis-Moline Co., Minneapolis, have 
executives abroad scouting the prospects. 

It’s a quiet trend, so far; total imports last year were only $23 million, com- 
pared to total U.S. production of farm equipment of $1.5 billion. But it holds 
dramatic possibilities, particularly for American farmers who might expect to 
zyain some of the purchasing economies from low-cost European tractor produc- 
tion that buyers of small foreign cars now enjoy. 

Already, a few farmers are beginning to gloat over the bargains they’ve 
gotten. “I figure I saved about $1,000 over U.S.-made models” says Paul H. 
Betts of Kewanee, Ill., who bought a $3,100 imported Fordson tractor a while 
back. 

SOME WILL LOSE 


The import possibilities aren’t nearly as pleasant for the 100,000 workers 
in America’s farm equipment factories. Imports last year were up 77 percent 
from 1957 and were nearly six times as large as in 1952. It is estimated that 
1,500 more men would have been needed in factories here if the machinery 
imported in 1958 had been produced in the United States. 

“It’s the company’s (International Harvester) obligation to keep all the em- 
ployment in this country it can,” snaps Tony D’Allesandro, president of United 
Auto Workers’ Local 1307 at Harvester’s big West Pullman tractor parts plant 
in Chicago. His chief, UAW Vice President Duane “Pat” Greathouse, talks of 
the need of a “comprehensive study of the import problem” and mentions tariffs 
as a possibility. (Farm equipment now comes in duty free.) 

Much lower labor costs abroad, of course, provide the main impetus for the 
import surge. Hourly wage rates in European farm machinery factories are 
as much as 74 percent below those here. Harvester, for example, pays 82 cents 
an hour in Great Britain, 67 cents in Germany, and 64 cents in France. It 
pays $2.59 in the United States. In addition, Harvester’s British employees 
work a 44-hour week compared with the standard American 40-hour week. 
Harvester says fringe benefits also are lower at its foreign plants. 
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EFFECTS ON SUPPLIERS 


For American companies with factories abroad, any increase in imported 
farm machinery will probably consist of shifting orders and production from 
one plant to another. But the impact on companies without extensive foreign 
operations may be much more severe. Also, there is the possibility of less busi- 
ness for U.S. producers of steel, castings, paint, and the dozens of other com- 
ponents which go into farm tool assemblies. 

The tractors being brought in this year by American companies are not di- 
rectly competitive with U.S. models, being either smaller or larger than their 
American counterparts, much as General Motors Vauxhalls and Opels have 
little similarity to Pontiacs and Buicks. But if the expected economies of 
foreign production prove out, there is nothing to prevent the European factories 
of U.S. companies from switching to tractor models identical with those now 
being made in the United States. At the present stage, in fact, tractor imports 
bear a marked similarity to the foreign-car situation of 5 years ago, when 
import volume was only about 30,000 cars a year. Since then car imports have 
gained substantially every year and are expected to reach nearly 500,000—hardly 
a reassuring comparison for America firsters in the tractor business. 

International Harvester’s plan of operation is to concentrate on selling it’s 
imported tractors in the Southeast at first and then broaden the program to 
other parts of the country. Tractors probably won’t be the only machines in- 
volved. “I think you'll see other items coming in,” says Mark V. Keeler, farm- 
equipment vice president. Already plans are being considered for hay balers 
from the company’s French plant and grain planters from its Swedish factory. 

J. I. Case’s energetic president, Mare B. Rojtman, says: “There’s a strong 
possibility we'll import a small diesel tractor; we'll certainly make the de- 
cision by yearend.” Case is boosting the annual capacity of its French plant 
to 12,000 units from 5,000, partly to take care of this possible export volume 
to the United States. This will double the French factory’s current 1,100 
employment. Case’s payroll in the United States at the moment is about 
14,000, in comparison. 

Ford started importing tractors in 1953 with a large diesel mede!l manufactured 
in the firm’s English factory. Late last year Ford began bringing in a second 
diesel modei, smaller than the original. It expects its imports, as a result, to 
climb from the 2,860 units brought in last year. 

Oliver Corp. is studying the possibilities of a joint venture with a foreign firm 
to produce Oliver equipment for import into the United States. Minneapolis- 
Moline, on the other hand, is involved in a search for low-priced foreign com- 
ponent parts. ‘We've studied world purchasing for 4 years, but we're just now 
getting serious,” says M-M’s president, J. Russell Duncan. 

Canadian-based Massey-Ferguson and its major U.S. subsidiary, Massey-Fer- 
guson, Inc., in Racine, probably are furthest along in international procurement 
practices. “We're working toward a worldwide network of integrated manu- 
facturing facilities that will enable us to produce whatever we heed wherever we 
-an do it most economically,” explains Albert A. Thornbrough, president, from his 
Toronto office. 

Example: The company buys a transmission from its plant in France and a 
rear axle from one in England for a tractor it turns out in Detroit. 


TWO ABSTAINERS 


Of the Nation’s eight major producers, accounting for 60 percent of domestic 
sales of machinery to farmers, only Allis-Chalmers Manufacturing Co., Mil- 
waukee, and Deere & Co., in Moline, Ill, insist they aren’t giving any considera- 
tion to importing farm equipment. But Deere, with which Harvester sits atop 
the heap in U.S. sales, is expanding a 2-year-old German operation. It denies 
intentions of aiming shipments this way but one outside company supplier insists, 
“Ti give you odds that’s part of their purpose.” 

Even small implement makers are interested. The head of one Missouri 
concern reports he’s already buying 40 percent of his heavy chain needs, used in 
the tractor hitches on implements, in West Germany. And he confides, “I’m 
working on a deal to make a license arrangement with a foreign firm to sell my 
equipment overseas.” He could, if competition forced it, turn to importing his 
own products from this foreign concern, he says. 

There’s evidence, too, of increased competition from machinery bearing truly 
foreign trademarks. David Brown, Ltd., of London has sold about 200 tractors 
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through a west coast distributor in the last 5 years. Now it plans to step up 
sales efforts. The distributor, Tap Equipment Co., of Los Angeles, plans to 
increase total dealerships in 4 Far Western States to 50 from a current 15 by 
yearend. 

What sort of savings are possible with foreign production? Harvester figures 
its imported diesel tractor, priced at $2,802, would cost U.S. farmers as much as 
$3,350 if it were made here, assuming the tooling were available. 

“We pay more for tires overseas,” says Jack L. Camp, Harvester vice president 
of foreign operations, ‘and there’s little overall savings in other materials. The 
difference is all in wages.” There is less automatic machinery in the company’s 
English plant, so 14 percent more man-hours of labor are needed for each tractor, 
but, even at that, total labor cost per unit is about 60 percent less than in the 
United States. It costs roughly $150 each to ship the tractors across the 
Atlantic. 

EVEN LARGER SAVINGS 


Cost advantages of the French hay baler which the company may introduce 
here look even more promising ; $600 versus $1,800 (after tooling up expenses in 
the United States). 

Because of high gasoline costs in Europe, diesel-powered equipment is about all 
that is sold farmers there. This produces high volume—and low costs—on 
diesel-‘engine parts in which U.S. manufacturers are increasingly interested. 
Minneapolis-Moline, looking for fuel-pumping mechanisms for its domestic diesel 
tractors, thinks it can achieve savings of 30 percent under U.S. prices by buying 
abroad. 

3ut price alone isn’t the reason for the American companies’ increasing stake 
in European production. Since the devastation of World War II, the market for 
farm machines abroad has increased year by year. U.S. companies have supplied 
this growing market both by exporting from American factories and setting up 
new factories abroad. Recently, export volume has been slipping: From $516 
million in 1956, to $510 million in 1957 and $435 million last year. But sales from 
U.S. plants overseas have more than made up for this loss. 


AN UNBROKEN RECORD 


“We haven’t missed once in the last decade in recording a 5-percent anntal 
gain in overall foreign operations, despite the drop in the export portion,” 
enthuses Harvester’s Mr. Camp. The company last year produced 80 percent 
as many tractors overseas as it did in the United States. The total was under 
10 percent in 1949, “and you could have put our 1939 production in your right 
eye,” he says. 

Actually, as its name indicates, International Harvester has produced some 
farm machinery abroad since the present firm was organized in 1902. But up 
to World War II, much of the equipment made abroad was not produced here. 
“Tt was geared to the needs of particular countries—a mower suited to the speed 
of a camel,” a Harvester official explains. Harvester served foreign markets for 
tractors by exporting machines produced here. 

But at the end of World War II there was a severe dollar shortage abroad 
and foreign nations were also trying to get on a self-sustaining basis. So they 
set up import restrictions. “It was a case of produce abroad or walk away from 
the business entirely,” the Harvester official explains. The competitive advantage 
of producing abroad and shipping to the United States only now is becoming 
apparent, he adds. 

Meanwhile the domestic industry has actually shrunk in size since the postwar 
tractor buying spree that saw more than 600,000 units move to farmers in 1951. 
Even an improved year in 1958 left tractor production at just 234,000 units. 
Trade officials figure industry tractor capacity is under 500,000 units a year now. 

To get an idea how important foreign plants of U.S. concerns are in the world 
market, the top three Western Hemisphere firms in foreign tractor production, 
namely Massey-Ferguson, Ford, and Harvester, turned out about 182,400 tractors 
last year in England, France, and Germany. That’s 53 percent of the 342,000 
—— produced by all companies, foreign and United States combined, in those 

ey nations. 
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Figures on world farm tractor production are scarce. But Harvester, which 
is forming a worldwide statistics-gathering group within the company to serve 
its expanding international interests, makes these production estimates by major 
country (tractors provide the biggest single chunk of farm equipment sales) : 
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One thing that has slowed development of foreign farm machinery concerns 
is that European farms, by and large, have remained small. The horse-drawn 
plow, an unusual sight on the Iowa countryside, is commonplace abroad. “The 
Continent hasn’t produced bigger units needed for the bigger farms in volume,” 
explains Harvester’s Mr. Keeler. He figures they’ll soon begin to, now that 
export markets are opening in Africa and South America. 

With nearly half its capacity abroad, it’s natural Harvester and others in the 
trade would find at least a few of their foreign products suitable for U.S. 
consumption. 

Take the case of Ford. Until recently it had no domestic diesel tractor to 
offer. But farmers were clamoring for the huskier diesel engines, using cheaper 
diesel oil instead of gasoline, to pull bigger plows around their expanded acreages. 
The easy answer: Bring in an already successful overseas model. 


A SMALLER RUNT 













Or consider Harvester’s plans. The runt of its domestic diesel line is a 53- 
horsepower, $4,400 unit. But some farmers seek a smaller one. So the company 
turned abroad. “It would cost us $35 million in tooling alone to start fresh and 
equip a production line for the unit here,” says Vice President Keeler. It’s 
costing nothing in tooling to import the item from England, he adds. 

“Instead of picking the best city in the country in which to make a product, 
it’s a case now of picking the best city in the world,” sums up this official. 

Planning production operations on a worldwide basis ‘‘avoids duplication and 
triplication of effort,’ observes Massey-Ferguson President Thornbrough. “I 
think you'll see more companies thinking in these terms,” he adds. 

The technique won't be limited to just the farm equipment industry, says Mr. 
Rojtman, of J. I. Case, currently traveling abroad for the second time in 2 
months. “The trend will cover 35 percent of all U.S. industry,” he predicts. 

Rising imports present some problems to the farm machinery trade. For one 
thing it appears certain to cut into sales of U.S. made equipment, at least tempo- 
rarily. Until 2 years ago Massey-Ferguson imported a tractor but then quit and 
turned to components instead. ‘The tractor was competing with existing Detroit 
capacity,” explains Mr. Thornbrough. ‘“That’s the problem some of these others 
are going to run into,” he warns. 








NEW PRODUCTS 








Some U.S. producers are by no means convinced the trend to importing from 
their foreign plants will be self-destructive in the long run. “We'd hardly let 
any U.S. facilities stand idle,’ declares tall, distinguished Brooks McCormick, 
Harvester executive vice president. “We'd use the plant to develop a new 
product,” he explains. 
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through a west coast distributor in the last 5 years. Now it plans to step up 
sales efforts. The distributor, Tap Equipment Co., of Los Angeles, plans to 
increase total dealerships in 4 Far Western States to 50 from a current 15 by 
yearend. 

What sort of savings are possible with foreign production? Harvester figures 
its imported diesel tractor, priced at $2,802, would cost U.S. farmers as much as 
$3,350 if it were made here, assuming the tooling were available. 

“We pay more for tires overseas,” says Jack L. Camp, Harvester vice president 
of foreign operations, ‘‘and there’s little overall savings in other materials. The 
difference is all in wages.” There is less automatic machinery in the company’s 
English plant, so 14 percent more man-hours of labor are needed for each tractor, 
but, even at that, total labor cost per unit is about 60 percent less than in the 
United States. It costs roughly $150 each to ship the tractors across the 
Atlantic. 

EVEN LARGER SAVINGS 


Cost advantages of the French hay baler which the company may introduce 
here look even more promising ; $600 versus $1,800 (after tooling up expenses in 
the United States). 

Because of high gasoline costs in Europe, diesel-powered equipment is about all 
that is sold farmers there. This produces high volume—and low costs—on 
diesel engine parts in which U.S. manufacturers are increasingly interested. 
Minneapolis-Moline, looking for fuel-pumping mechanisms for its domestic diesel 
tractors, thinks it can achieve savings of 30 percent under U.S. prices by buying 
abroad. 

3ut price alone isn’t the reason for the American companies’ increasing stake 
in European production. Since the devastation of World War II, the market for 
farm machines abroad has increased year by year. U.S. companies have supplied 
this growing market both by exporting from American factories and setting up 
new factories abroad. Recently, export volume has been slipping: From $516 
million in 1956, to $510 million in 1957 and $435 million last year. But sales from 
U.S. plants overseas have more than made up for this loss. 


AN UNBROKEN RECORD 


“We haven’t missed once in the last decade in recording a 5-percent annual 
gain in overall foreign operations, despite the drop in the export portion,” 
enthuses Harvester’s Mr. Camp. The company last year produced 80 percent 
as many tractors overseas as it did in the United States. The total was under 
10 percent in 1949, “and you could have put our 1939 production in your right 
eye,” he says. 

Actually, as its name indicates, International Harvester has produced some 
farm machinery abroad since the present firm was organized in 1902. But up 
to World War II, much of the equipment made abroad was not produced here. 
“Tt was geared to the needs of particular countries—a mower suited to the speed 
of a camel,” a Harvester official explains. Harvester served foreign markets for 
tractors by exporting machines produced here. 

But at the end of World War II there was a severe dollar shortage abroad 
and foreign nations were also trying to get on a self-sustaining basis. So they 
set up import restrictions. “It was a case of produce abroad or walk away from 
the business entirely,” the Harvester official explains. The competitive advantage 
of producing abroad and shipping to the United States only now is becoming 
apparent, he adds. 

Meanwhile the domestic industry has actually shrunk in size since the postwar 
tractor buying spree that saw more than 600,000 units move to farmers in 1951. 
Even an improved year in 1958 left tractor production at just 234,000 units. 
Trade officials figure industry tractor capacity is under 500,000 units a year now. 

To get an idea how important foreign plants of U.S. concerns are in the world 
market, the top three Western Hemisphere firms in foreign tractor production, 
namely Massey-Ferguson, Ford, and Harvester, turned out about 182,400 tractors 
last year in England, France, and Germany. That’s 53 percent of the 342,000 
tractors produced by all companies, foreign and United States combined, in those 
key nations. 
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WORLD PRODUCTION 


Figures on world farm tractor production are scarce. But Harvester, which 
is forming a worldwide statistics-gathering group within the company to serve 
its expanding international interests, makes these production estimates by major 
country (tractors provide the biggest single chunk of farm equipment sales) : 
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(Production in the Soviet Union is unknown.) 


One thing that has slowed development of foreign farm machinery concerns 
is that European farms, by and large, have remained small. The horse-drawn 
plow, an unusual sight on the Iowa countryside, is commonplace abroad. “The 
Continent hasn’t produced bigger units needed for the bigger farms in volume,” 
explains Harvester’s Mr. Keeler. He figures they’ll soon begin to, now that 
export markets are opening in Africa and South America. 

With nearly half its capacity abroad, it’s natural Harvester and others in the 
trade would find at least a few of their foreign products suitable for U.S. 
consumption. 

Take the case of Ford. Until recently it had no domestic diesel tractor to 
offer. But farmers were clamoring for the huskier diesel engines, using cheaper 
diesel oil instead of gasoline, to pull bigger plows around their expanded acreages. 
The easy answer: Bring in an already successful overseas model. 


A SMALLER RUNT 


Or consider Harvester’s plans. The runt of its domestic diesel line is a 53- 
horsepower, $4,400 unit. But some farmers seek a smaller one. So the company 
turned abroad. “It would cost us $35 million in tooling alone to start fresh and 
equip a production line for the unit here,” says Vice President Keeler. It’s 
costing nothing in tooling to import the item from England, he adds. 

“Instead of picking the best city in the country in which to make a product, 
it’s a case now of picking the best city in the world,’ sums up this official. 

Planning production operations on a worldwide basis ‘avoids duplication and 
triplication of effort,’ observes Massey-Ferguson President Thornbrough. “I 
think you'll see more companies thinking in these terms,” he adds. 

The technique won't be limited to just the farm equipment industry, says Mr. 
Rojtman, of J. I. Case, currently traveling abroad for the second time in 2 
months. “The trend will cover 35 percent of all U.S. industry,” he predicts. 

Rising imports present some problems to the farm machinery trade. For one 
thing it appears certain to cut into sales of U.S. made equipment, at least tempo- 
rarily. Until 2 years ago Massey-Ferguson imported a tractor but then quit and 
turned to components instead. ‘The tractor was competing with existing Detroit 
sapacity,” explains Mr. Thornbrough. ‘“That’s the problem some of these others 
are going to run into,” he warns. 


NEW PRODUCTS 


Some U.S. producers are by no means convinced the trend to importing from 
their foreign plants will be self-destructive in the long run. “We'd hardly let 
any U.S. facilities stand idle,’ declares tall, distinguished Brooks McCormick, 
Harvester executive vice president. “We'd use the plant to develop a new 
product,” he explains. 
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“We may lose volume in some items where the biggest volumes are overseas,” 
adds this official. But he reasons buying more from the oversea plant should 
spur trade in both directions, especially stimulating sales of items in which the 
United States continues to have the volume and the technological edge. 
“There'll be a lot of whooping and hollering down in Washington about the 
trend in the short run,” he concludes, “but in the long run it’s the salvation of 
our country.” 

U.S. automation still generally outpaces that of oversea plants in the industry. 
Consider, for example, that a Harvester tractor made in England takes 224 
hours of labor. The same tractor made here takes only 197 hours. Partly this 
is because cheaper labor puts less pressure on the British plant operators to add 
more automatic equipment. The result is some items made in big quantity here 
still can be made more economically than the same item made at a low volume 
and hence high per-unit cost abroad. 


[Newsweek, Mar. 30, 1959] 
PRICING OURSELVES OUT OF THE MARKET? 


In the greatest industrial nation on earth last week, growing numbers of 
American businessmen were facing up to a new problem. All too often, they 
were being beaten at their own mass-production game. Foreign businessmen, 
using the same tools, techniques, and tough enterprise for which the United States 
is famous, were grabbing more and more markets. There was a spreading con- 
cern that the United States might be pricing itself out of world markets—indeed, 
even out of markets at home. 

How sound are the worries? What lies behind them? What can be done? 

The concern is real, and it reaches into high places. After a world tour last 
winter, Federal Reserve Board Chairman William McC. Martin reported that 
“40-odd central bankers and finance ministers that I’ve known for a long 
time’ were convinced that American-made goods, “not necessarily at the 
moment but in a fairly short time and more markedly in the extending future, 
were going to find themselves priced out of the market.” Martin wasn’t ready 
to accept that theory yet, but he could see “lots of illustrations of the trend.” 

Indeed, anyone who cared to look could see examples: 

Detroit exported fewer than 122,000 cars last year, down 42 percent from 
1955. And 431,000 foreign automobiles moved into the United States, a 55 per- 
cent jump from last year. 

West German barbed wire was selling in Cleveland last week for $40 a ton 
less than wire turned out by United States Steel—right in Cleveland. 

U.S. cotton exports last year fed only 30 percent of the oversea market— 
against 60 percent during the 1920's. 

International Harvester plans to bring in tractors made by its British subsid- 
iary “to compete in Southeastern States against a tractor being imported by 
a competitor.” The competitor: Ford, with tractors from its own British sub- 
sidiary. 

Nor was that the end of it. World wheat prices regularly run 60 to 70 cents 
a bushel under U.S. levels, and American wheat exports, some 430 million bush- 
els last year, might shrivel without subsidies. Japanese textiles coming into the 
United States in recent years have raised a cry among American producers for 
higher and higer protective quotas. Steel plate from Japan sells on the west 
coast at $20 to $30 a ton below U.S. tags. A Japanese mill has even snared an 
order from the U.S. Navy. 

Foreign businessmen now are challenging one of the proudest achievements of 
American industry—the manufacture of machines for mass production. U.S. 
machine-tool exports skidded 33 percent last year (to $60 million). And H. C. 
Bixby, president of Ex-Cell-O-Corp., the Detroit toolmaker, sees “portents that 
the years 1959, 1960, perhaps even 1970, will show similar declines.” Francis 
J. Treacher, president of Milwaukee’s Kearney & Treacher, cites one reason 
why: small West German milling machines sell in the United States for $8,000 
versus $11,000 for American counterparts. The fact is, says Walter K. Bailey, 
president of Cleveland’s Warner & Swasey, that “American machine tools are 
priced out of a large part of the world market.” 

For all this, American export markets, which paid for $16.3 billion worth of 
U.S.-made goods last year and provided a livelihood for more than 4.5 million 
Americans, are not about to dry up overnight. Even the $3.2 billion drop in 
oversea trade last year was not as bad as it looked. Some 75 percent of the 
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decline was in six commodities—oil, cotton, wheat, metals, coal, and autos. 
And some of these items had enjoyed unusual increases in 1956 and 1957 be- 
cause of abnormal conditions. Examples: Oil shipments were accelerated by 
the Suez crisis, wheat shipments by a disastrous harvest failure in Europe. 


NEAR THE DANGER POINT 


Such a breakdown convinces experts like Economist William F. Butler, vice 
president of New York’s Chase Manhattan Bank, that there is “no evidence yet 
that we're pricing ourselves out of world markets in the overall sense.” But 
even the most optimistic businessman would agree with Butler’s genuine con- 
cern that “if inflation isn’t checked, then we'll reach that point before too 
long.” 

What has brought U.S. industry so close to this peril point? 

One basic cause is the fantastic recovery and modernization of the indus- 
trial machines of Europe and Asia during the 15 years since V-J Day. When 
United States Steel opened its $400 million Fairless Works on the Delaware 
River in 1952, Chairman Roger M. Blough recalls, “it was the last word in 
steelmaking efficiency.” Today, he adds, “its counterpart can be found in 
Wales.” A Simea auto plant outside Paris, notes L. L. (Tex) Colbert, presi- 
dent of Chrysler Corp. (which now owns part of this French company), is 
“easily the most highly automated car-body line in the world.” 


COMPARISONS 


One logical conclusion is that the success—or failure—of U.S. business in 
its struggle with foreign competitors will depend heavily on what happens to 
labor costs. “We have figured and figured,” Chrysler’s Colbert says, “and 
our experts tell us that 80 percent of the cost of a car is in labor” (includ- 
ing direct labor and the cost of the labor that produces the materials and 
parts that go into the auto). And the wages run high for the workers— 
from steel mills to assembly lines—who have a hand in turning out those 
ears. A Detroit assembly-line worker, for instance, averages nearly $3 an 
hour versus 65 to 75 cents an hour for a hand in Volkswagen’s Wolfsburg 
plant. Steel-mill workers make some $3.65 an hour versus less than $1 for 
their European counterparts. 

The steel industry has been dwelling on this theme as it heads toward its 
labor negotiations. One American Iron and Steel Institute advertisement, 
for instance, features Soviet Steelworker “Vladimir Petrov” and asks: “Will 
he take away an American steelworker’s job?” 

Steel Union President David McDonald damns the suggestion as a smoke- 
sereen and throws up a smoke barrage of his own. If all the steel imported 
last year (1.7 million tons) had been made here, McDonald says, “better 
than 99 percent of the United Steelworkers unemployed would still be unem- 
ployed.” The steel union has also taken to advertising in an attempt to 
convince the public of the importance of a pay boost. Sample ad, directed 


to auto companies: “Here is our 1959 model [contract], $1 billion in new 
money for your dealers and you.” 


WORDS AND DEEDS 


Foreign competition is sparking more than mere arguments. 
spurred U.S. businessmen into creating new ways of combating it. Most popu- 
lar and successful: Setting up shop in the enemy camp. General Motors and 
Ford have long ranked among the top European auto producers and Chrysler 
has joined them with its Simca operation. (A good portion of the foreign 
cars now cluttering up the suburban commuter stations, in fact, are GM’s own 
Opels and Vauxhalls, Ford’s oversea models, and Simeas. ) 

U.S, automen are not alone overseas. National Cash Register last year spent 
$6.9 million overseas for “property additions,” most of it to expand production 
facilities; the year before, it spent $8.9 million. Burroughs Corp., completed a 
397,000-square-foot manufacturing plant in Cumbernauld, Scotland, in 19538. 
Atlanta’s Scripto, Inc. (pens), has six overseas plants. Others hope to join the 
trek abroad, particularly now that Europe’s Common Market is becoming reality. 
Elgin National Watch Co., convinced it can’t sell U.S.-made watches overseas 
because of foreign tariffs, has asked Switzerland for permission to set up an 
assembly plant there. In all, American business had $25.3 billion invested abroad 
in 1957 versus $11.8 billion in 1950. 


It has also 
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Another string to the competitive bow is an old American story—the better 
mousetrap. Now that foreign manufacturers have about caught up with U.S. 
manufacturing techniques, says Robert A. Brown, sales vice president of Chi- 
cago’s Borg-Warner International, “our future lies in new technological ad- 
vances—in design and merchandising.” 

Diesel locomotives offer one example of what an efficient, well-engineered 
product can do, Alco Products, for instance, sold $74 million worth of diesels last 
year, 90 percent of them abroad. Right now, the firm claims 45 percent of the 
world’s mainline engines outside of Europe and the United States. It expects to 
hold its own as the 80,000 steam engines still puffing around the world are re- 
placed by diesels. In the past 10 years, says a spokesman for General Motors’ 
Electromotive Division, No. 1 U.S. producer, no one has outbid the four U.S. 
enginemakers (GM, General Electric, Aleo, and Fairbanks, Morse). 

Most of these firms insist that they can handle the job without help from 
Washington in the form of higher tariffs (though many would like some kind 
of insurance or tax relief). Big Steel’s Blough, despite his barbed-wire head- 
aches, maintains that “increased tariff protection, in my opinion, is not the 
basic answer to this problem.” 





BARRIERS DOWN 


Harvard economist Sumner Slichter, who thinks he may have the basic answer, 
goes Blough one better. Last week, he jolted a congressional committee with 
the sweeping suggestion that the United States abandon tariffs and all protection. 
This, he said, would help control inflation by making it tougher to pass on wage 
increases in higher prices, and hence would stiffen businessmen’s resistance to 
wage demands. It would also put America in a better competitive position inter- 
nationally. 

Whatever the final upshot of increasingly strong foreign competition, some 
good is bound to come of it. “It will make us aware that our prices are too 
high,” says an official of Chicago's First National Bank. The competition, he 
argues, is thus “a healthy one—if we believe what we are taught about com- 
petition. We'll have to change our methods to meet it.” 


[From Foreign Commerce Weekly, Apr. 6, 1959] 
U.S. Inpustry SHowsS INTEREST 


U.S. industry is also showing considerable interest in Common Market develop- 
ments. Firms engaging in exports to the area, as well as those with subsidiaries 
in the Common Market are assessing their competitive position. Some firms 
are planning to shift from exporting to the area to production within it; others 
are modifying or consolidating their facilities already located there. Apart from 
firms with wide European experience, many U.S. companies to whom Western 
Europe has previously been only of marginal interest are now thinking in terms 
of subsidiaries within the area or of licensing arrangements with existing 
Common Market firms. 

Some Netherlands statistics show the trend of recent U.S. investments in the 
Netherlands. The average annual number of U.S. firms establishing new 
branches in the Netherlands was seven in the 1955-57 period. However, 23 
new U.S. firms established themselves in that country in 1958 after the Common 
Market had come into existence. According to a large Netherlands bank, 47 for- 
eign firms established in the Netherlands in that year, compared with a maximum 
annual figure of 20 for the preceding 4 years. Similar figures are not yet 
available for any of the other Common Market countries. Although Holland, for 
many years, has made particular efforts to attract U.S. investment, it may be 
assumed that a similar situation prevails in most other Common Market coun- 
tries and that the influx of U.S. investment there also has been considerable. 

Following are a few examples of publicized actions by U.S. industry indicating 
the type of planning to participate in the Common Market which is being under- 
taken on a wide scale: Agreements were concluded between several French 
companies and Westinghouse International in the field of nuclear energy. Under- 
wood Corp. established the firm of Underwood Italiana for producing office 
machines. Excello Corp. acquired the German firm Goppingen to manufacture 
machine tools. Other recent actions taken by U.S. firms include the acquisition 
of a calculating machine company in Germany by Smith-Corona Marchant, a 
licensing agreement between General Motors and a Belgian firm for the production 


an te et ie A 


as 


er 
Ss. 
1i- 


ym 
nd 
d- 
he 


er, 
ith 
yn. 
£e 
to 
Pr- 


me 
00 


m- 


op- 
ies 
ms 
ers 
om 
orn 
ms 
ing 


the 
ew 
2% 


10n 


um 
yet 
for 

be 
un- 


ing 
ler- 
neh 
ler- 
fice 
ure 
‘ion 
Se 
‘ion 


RR NT NN I 


(ee eee 


U.S. PRIVATE FOREIGN INVESTMENT 13 


of diesel engines, the establishment of a plant for production of orlon fiber by 
Du Pont in the Netherlands and another plant for the production of paints in 
Belgium, the acquisition of an interest in the Simca works in France by the 
Chrysler Corp., the acquisition by Container Corp. of America of a majority 
interest in a German paper manufacturing company, and the establishment of a 
cardboard firm by the same U.S. company in another German location. 

In all, recent developments indicate investment in the Common Market is 
accelerating and that U.S. companies account for a considerable share of this new 
investment. 





[From the Washington Post and Times Herald, Apr. 6, 1959] 
Export OF VENTURE CAPITAL WILL GROW 
(By Harold B. Dorsey) 


An article in the latest issue of Foreign Commerce Weekly (Department of 
Commerce) reports that American businesses are setting themselves up inside 
the six-nation European Common Market in growing numbers. Some of these 
companies which have been making goods in this country and exporting them 
to Europe are planning to shift their production to Europe. Many other com- 
panies with little previous interest in Europe are now thinking in terms of sub- 
sidiaries within the area or licensing arrangements with existing firms there. 

A dispatch from Frankfurt, Germany, last week reports that U.S. 
brokers have recently been buying a large number of shares of German companies 
in the West German stock market, causing some rather sharp gains in the prices 
of those stocks. 

A group of about 70 Wall Street investment analysts went to Europe last 
week for a tour of about 3 weeks to explore the clues which suggest that the 
growth prospects of some of the foreign companies may be more attractive than 
their American counterparts. 

The United Nations Economic Commission for Europe released a report last 
week which recommended a more vigorous expansion of business activity in the 
area. The report said that there were many favorable factors in Europe's pres- 
ent economic situation to encourage governments to adopt policies more pro- 
pitious to business expansion. The improvement in the international financial 
liquidity position of most Western European countries was noted. 

The Commission of the European Economic Community (EEC), the executive 
administrative body for the European Common Market, reported last week that 
the initial lowering of tariffs and enlargement of import quotas put into effect 
at the start of this year may increase French trade with other community mem- 
bers by 15 percent and that of Germany, Italy, and the Benelux countries (Bel- 
gium, the Netherlands and Luxembourg) from 3 percent to 5 percent. The ulti- 
mate objective of the European Common Market is the elimination of trade bar- 
riers between the subject countries so that there will finally develop a mass 
market consisting of the total population of these six countries, about 160 
million people. 

The U.N.’s Economic Commission in a review of developments in Russia and 
Eastern Europe last year pointed out that total output of goods and services in 
that area appeared to have increased by about 6 percent to 9 percent. Industry 
continued to expand at about the same rate as during 1957. The report at- 
tributed the continued rapid growth of Communist industrial production to a 
more intensive use of capital and to a rise in labor productivity. 

Other foreign comment suggests that some of America’s traditional allies are 
complaining about a return of U.S. attitudes toward protectionism, while 
still extolling the virtues of free trade. Switzerland interprets our attitude 
toward Swiss watch imports as verging on the unfriendly ; Canada is justifiably 
upset by our arbitrary restrictions against imports of her lead, zinc, and oil; 
Britain thinks it unfair that we should reject her bids to supply this country 
with electric power generating equipment at prices very substantially below those 
of the lowest U.S. producer; Venezuela is certainly not very happy about our 
restrictions on the import of Venezuelan oil; nor can Japan completely under- 
stand the restrictions which we have placed on our imports of Japanese textiles. 

The foregoing recent observations have one thing in common; they all suggest 
that very considerable success has attended the postwar efforts of the United 
States to restore the economies of war-riddled Europe and to build up the econ- 
omies of some of the underdeveloped nations. From the humane viewpoint and 
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from the international political viewpoint, our Government and our entire body of 
taxpayers are entitled to a feeling of gratification for the achievement. This does 
not necessarily mean that further economic aid should be suspended. That ques- 
tion involves matters that are not germane to this particular discussion. 

But the facts of the current economic condition do present problems for the 
business analyst in his diagnosis of the American economy. Highly skilled invest- 
ment managers, as noted above, are beginning to give tangible financial sup- 
port to the prospect that industrial growth trends in Western Europe in the 
next 5 years are likely to be superior to our own. That does not necessarily 
mean that our own trends will be negative; it primarily reflects the fact 
that the European countries will be progressing from a lower base than ours 
and therefore they can more easily record a better year-to-year growth on a 
percentage basis. The latter is the factor that is of keen interest to the 
astute investment manager in his constant search for the best possible growth 
in the earnings of his investments. 

It seems likely that there will be a larger export of American venture capital— 
the kind of capital that has been most responsible for this country’s superior 
progress in the standard of living throughout most of our history. It must be 
admitted that our national policies in the past decade or so have discouraged 
the profitable functioning of venture capital, so the foreign fields may appear to 
be relatively greener. 

It would seem that the international condition indicated by some of the fore- 
going observations should be taken into serious consideration by those who may in- 
fluence domestic business conditions, primarily the leadership of business, labor, 
and government. Certainly, it is a fact that the status of our import and export 
relationships is far less favorable to our employment and business activity today 
than it has been throughout the entire postwar period. It is reasonable to pre- 
sume that this significant change should call for some alteration in the determina- 
tion of our business, labor, and government policies. 


[U.S. News & World Report, July 6, 1959] 
SpecraL Report—StTorRyY OF A MILLION JoBs “ExporteD” From UNITep STATES 


More and more U.S. firms are opening plants abroad. Are American jobs, in 
effect, being “exported”? A spot survey of key industries shows the trend 
underway. 


In the years since World War II, American business has invested more than 
27 billion in factories, oil wells, mines, and other enterprises in foreign lands. 
These American billions are estimated to have created more than 1 million 
jobs overseas. They are part of a flow of dollars abroad that has turned a 
dollar shortage throughout the world into an abundance of dollars that is caus- 
ing concern in the United States. 

More than 3,000 American companies have operations outside the U.S. Busi- 
ness done by these branches or subsidiaries in countries abroad last year 
amounted to about $30 billion—almost twice as much as the value of goods 
exported commercially by U.S. companies in the same period. 

What accounts for the growing interest of American business in establishing 
or expanding operations in countries outside the United States? 

To get a broad view of what is happening, “U.S. News & World Report” sur- 
veyed an important segment of U.S. industry. This survey disclosed the many 
reasons that motivate American companies in decisions to establish or expand 
foreign operations. 

Lower wages are one factor. Markets that often are expanding more rapidly 
abroad than in the United States are an attraction. Desire to overcome tariff 
and quota barriers and to get inside the new Common Market in Europe has its 
effect in convincing companies to move overseas. 

The following examples illustrate the trend in business today : 


TYPEWRITERS 


It soon will be possible to choose among a number of typewriters made over- 
seas but bearing the names of American manufacturers. Each will be priced 
considerably lower than American-made machines bearing the same names. 
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Royal McBee Corp., of Port Chester, N.Y., now has three manufacturing 
plants in Holland, is building a fourth. Total employment in the 4 factories 
will be 1,600. Another plant, in Italy, makes accounting equipment. 

Royal plans to import a lightweight, portable typewriter from Holland to 
compete in this country with rising sales of portables made by Italian, Swiss, 
German, and Japanese firms. 

The Royal McBee import will cost about $75, as compared with the selling 
price of $145 for its American-made counterpart, which is slightly larger. 

From Britain will come a similar portable made by Smith-Corona Marchant, 
Inc., with home offices in Syracuse, N.Y. This company recently purchased the 
firm of British Typewriters, Ltd., in order to compete with foreign portables 
sold in this country. Its labor costs in the British plant are estimated at about 
70 cents an hour. 

Remington Rand International is another American firm that is expanding 
its extensive foreign operations, in which it has invested nearly $36 million. 
It has 23,000 workers in 29 oversea plants around the globe. Latest venture 
of this firm is an agreement with a Japanese company to make business machines 
for the Far Eastern market. 

Remington portable typewriters made in Holland are fiowing into the United 
States at the rate of a few hundred a month. Some standard typewriters pro- 
duced in Scotland also are imported. 

Another American firm that makes typewriters abroad, the Underwood Corp., 
reports that its plant in Britain is “bursting its seams, and expansion of our 
facilities there is under consideration.” The output of this factory is sold in 
the European market. 

Underwood earlier this year opened a new factory in Italy that turns out 
adding machines and may produce a standard typewriter for the U.S. market. 
It also bought a factory in Germany that makes addressing machines. 

All four typewriter firms are banking on their overseas operations to keep 
them competitive—both in the foreign market and at home. 


OFFICE EQUIPMENT 


Many American firms that make office equipment are busily expanding their 
operations in Europe. 

The National Cash Register Co. has plants in Britain, Germany, France, 
Switzerland, Sweden, Brazil, and Japan which employ a total of about 7,300. 

In Holland, Friden, Inc., of San Leandro, Calif., makes calculators and billing 
machines, is about to add a full line of products. Some office-equipment parts 
made in Holland are to be exported to the United States for use in assembling 
Friden’s domestic products. The company estimates that its labor costs abroad 
are about one-third of U.S. costs. 

The Burroughs Corp., of Detroit, has just bought a plant in France, where it 
will employ 600 people in the manufacture of adding machines. These will be 
sold only in the European Common Market area, according to present plans. 

Burroughs officials say that expansion of the company’s foreign operations has 
enabled it to increase some types of exports. If France, for example, can buy 
Burroughs-made adding machines for francs instead of dollars, it is able to 
order for dollar purchase more complex machines, such as large computers, made 
in the United States. 

A veteran of foreign operations, International Business Machines, has 25,850 
employees in 22 plants in 18 countries. Additions to plants in Germany, France, 
and Italy now are going up. A large new factory is under construction in 
Holland, and others are being built in Japan and Argentina. 

IBM’s oversea branches make puncheard equipment, computers, and electric 
typewriters. At this time, none of these products or components comes into the 
American market as an import. 

In a few months, the Minnesota Mining & Manufacturing Co., of St. Paul, 
will begin making recording tapes and other office supplies in a new plant in 
South Africa. Company officials also are looking for suitable property in Italy, 
to build a factory with an initial investment of $750,000. 

Throughout the entire industry, large and small companies are maneuvering 
to get established overseas and to share in the success of these pioneers. 


WATCHES 


In Japan, the average wage for workers in the precision industries—making 
watches, radios, cameras, and optical instruments—is $46 a month. 
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The Hamilton Watch Co., of Lancaster, Pa., recently signed an agreement 
with a Japanese firm. This company, borrowing Hamilton’s know-how, will 
make quality watches for sale throughout the world. In return, Hamilton gets 
sole distribution rights within the United States. 

The Japanese manufacturer hopes to reach an output of 20,000 watches a 
month, 40 percent of which will be shipped to Hamilton for sale in this country. 
This comes to 96,000 watches a year. The remainder will be sold in Japan, south- 
east Asia, and other foreign markets. 

Hami!ton also has just purchased a factory in Switzerland, where movements 
will be made for Hamiiton watches. The Swiss subsidiary in addition will make a 
full line of watches to be marketed under another name. It employs about 250. 

Another American firm, the Elgin National Watch Co., leases a small 
factory in Switzerland for the manufacture and assembly of watch movements. 
This venture will permit Elgin to import some components of its watches at lower 
prices than previously. 

The U.S. Time Corp., another big manufacturer, has taken over two Ger- 
man firms that, between them, make 1.2 million watch movements a year. U.S. 
Time plants in Germany, England, and France now employ a total of 3,700. 
All movements for the company’s low-priced watches sold in the United States, 
however, are made in the United States. 

All major watchmakers in the United States, whether or not they have manu- 
facturing facilities abroad, depend heavily on movements purchased in Switzer- 
land, where average wage rates of 60 cents an hour are about one-fourth the 
U.S. rate. 

SEWING MACHINES 


In 1958, Americans purchased from Britain $3 million worth of sewing 
machines—imost of them made by a subsidiary of the Singer Manufacturing Co. 
Singer is the only large producer of sewing machines left in the United States. 

A low-priced machine, called the Spartan, is being made by Singer in Scot- 
land to sell for $69.50 in the United States. It was introduced about a year ago 
to compete with foreign-made machines, mostly Japanese, which sell for as low as 
$49.50. The British machine is made by labor that is paid about $1 an hour. 

Singer has had plants in Britain, Germany, Italy and France for many years. 
The company is now constructing a plant in Turkey, and is starting manufacturing 
in Australia and Mexico. It also has a part interest in a company in Japan, but 
the machines made there are not sent to this country for sale. 

Singer has “quite definitely cut back manufacturing activities in the United 
States,” mostly of its cheaper models, a company spokesman said. No plants 
have been closed, but employment is down—a trend the company attributes to in- 
creased automation, reduction in the number of models, and greater use of com- 
mon parts. 

Since 1949, employment at Singer’s largest American plant, at Elizabethport, 
N.J., has dropped from 9,000 to less than 5,000. 


AUTOS 


Alongside a highway that links Melbourne and Sydney, in Australia, a 
$25 million automotive plant is rising. The name on the building is Ford. 
When construction is completed, this Australian subsidiary of the Ford Motor 
Co. will employ 2,750 workers, will turn out 200 vehicles a day. 

This is but one example of how American automakers—hit by falling ex- 
ports—are increasing production abroad to keep sales and profits up. 

Ford also plans to make trucks in Argentina. Cost of a new plant to be built 
soon in Buenos Aires is estimated at $15 million. It will employ 1,200 workers. 

At Sao José, in Brazil, a new General Motors truck plant is nearly comple- 
tion. The average number of persons employed by GM’s overseas division in- 
creased from 97,000 in 1957 to 107,000 in 1958. The company’s net investment 
outside the United States and Canada at the end of last year was $30.5 million. 

Chrysler Corp. last year bought a 25-percent interest in Simca, a French auto 
manufacturer, and plans to increase its holdings. Recently, Chrysler announced 
that it is studying a plan for making auto parts in Mexico. Later, it hopes 
to produce 12,000 Simca and Chrysler-line cars a year there. 

At the same time, Detroit’s Big Three have raised their sights on the share 
of the American market set aside for the cars they make overseas. 

General Motors, with two entries, plans to import 40,000 of its German-made 
Opels and 24,000 British-made Vauxhalls this year. In 1958, combined sales of 
the two cars in this country totaled just under 33,000. 
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Ford’s goal is 44,000 sales of its English Fords and German-made Taunus cars 
in the United States this year—an increase of about 2,000 over 1958. 

Chrysler, a late starter in the import business, shipped about 12,800 Simcas 
to this country from September through December last year. It is aiming for 
50,000 sales this year. 

A glance at comparative wages of auto workers here and abroad shows the com- 
petitive advantage of manufacturing in Europe. In Britain, the average hourly 
pay in the auto industry is $1.26. In Germany, it is 69 cents; in France, a 
little higher. The average American auto worker is paid $2.66 an hour—plus 
fringe benefits. 

TIRES 




















The boom in foreign-car sales is a major factor in the expansion plans of 
American rubber companies with oversea operations. Many of these cars are 
equipped with small-diameter tires made by U.S. firms abroad, and tire im- 
ports are growing as the need for replacements arises in this country. 

One of the companies that exports tires to the United States is the General 
Tire & Rubber Co., which has plants in 18 foreign countries, including Canada. 
Its principal products are tires and tubes, plus some plastics and tiles. 

The B. F. Goodrich Co. has new plants under construction or planned in 
Brazil, Australia, and Iran. <A synthetic-rubber factory in Holland is scheduled 
to get into production this summer. 

More than $18 million is being poured into a building and expansion program 
overseas by the Firestone Tire & Rubber Co. Major areas for this expansion are 
Argentina, Brazil, Venezuela, India, Portugal, and Germany. All told, Firestone 
has 15,000 factory employes in 17 countries abroad. 

The U.S. Rubber Co. recently acquired a majority interest in one of the largest 
rubber companies in Germany. It also has manufacturing facilities in Belgium 
and France to feed Europe’s growing demand for tires. 

One of the biggest new plants in France—costing $7 million—is to be built 
for the Goodyear Tire & Rubber Co. This firm already is making tires and 
tubes in 29 foreign countries. 

In all, these investments by American rubber companies are helping to 
strengthen the economies of many lands. 







FOOD 











The largest single manufacturing plant ever built in Britain at one time was 
opened this spring by an American firm—the H. J. Heinz Co. Itis one of several 
Heinz facilities in Britain that employ more than 7,500 workers to turn out 
a full line of the company’s famous “57 varieties” of food. 

The largest food-processing plant in Australia also is a Heinz plant. It was 
opened in 1955. 

In Holland, Heinz purchased a Dutch company a year ago and recently started 
shipping food from there under the Heinz label. It is investigating the possibil- 
ities of opening other plants in Europe and South America. 

The president of the Borden Co. is planning a trip to Europe this summer 
to look for areas in which to expand. Borden already is producing dried milk 
in Holland and Denmark. 

Borden has cut down the volume of U.S. production for export. It closed 
two plants in this country because dried milk couldn't be produced at a price 
low enough to export at a profit. 

These are but two of a number of American firms that are expanding their 
food-processing operations throughout the world. 










DRUGS 








In at least one field, that of pharmaceutical products, expansion of oversea 
operations has been a boon to related areas of U.S. industry. The demand for 
basic materials produced in this country and shipped to foreign plants for proe- 
essing has resulted in increased production at home. 

_Typical of the growth of American pharmaceutical firms abroad is the expe- 
rience of Parke, Davis & Co., of Detroit. This company is rapidly expanding its 
manufacturing and distributing facilities in foreign countries because of the high 
cost of exports, its president, Harry J. Loynd, said recently. 

“We can’t compete in foreign trade as long as our hourly wages continue to 
grow,” he said. Mr. Loynd cited wages in Germany, for example, as being only 
one-fourth of those in the United States. 
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Parke, Davis has built or has under construction new plants in Belgium, 
Italy, Spain, South Africa, Australia, Puerto Rico, Brazil, Colombia, Argentina, 
and Chile. Its British plant has been in operation since before 1900, and now 
employs more than 1,500 people. 

All told, the firm has close to 5,000 foreign employes, exclusive of Canada. 

Johnson & Johnson, of New Brunswick, N.J., in making its baby products and 
health and hospitalization specialties in 20 countries, employs about 6,500 in its 
overseas operations. The company has no plan to manufacture abroad especially 
for the U.S. market, although this is being done to a minor degree with specialized 
products. 

The largest chemical and pharmaceutical manufacturing plant under private 
ownership in India is owned by Merck, Sharp & Dohme, of Rahway, N.J. Other 
units in Holland, Britain, and Australia are being expanded. The company re- 
ports no drop in employment at its home factories—just increased consumption 
abroad. Its plan is to export from the United States only basic chemicals for 
processing. 

Bristol-Myers has just bought a German firm, and plans to build a new plant 
that will employ 250 people in the manufacture of toothpaste, hair tonies, shaving 
cream and other products. It has other operations in Britain, Latin America, 
South Africa, Australia, and New Zeaiand. 

in the Philippines, at one of the three oversen plants owned and operated 
by the Vick Chemical Co., the wage scale—based on the official rate of exchange— 
is around $3.62 a day. 

Labor costs in that range provide one of the big attractions to U.S 
firms that are looking abroad as part of their expansion plans 


FARM EQUIPMENT 


From the hold of a ship docked at Jacksonville, Fla.. a few weeks ago, work- 
ers unloaded a shipment of tractors. They looked just like tractors you might 
see coming off an American assembly line—but there was this difference: All 
were made in a British plant of the International Harvester Co., and were im- 
ported for sale in the Southeastern States at “bargain” prices. 

International Harvester plans to import at least 300 of these diesel-powered 
tractors this year as an experiment. If they prove popular, volume will be, in- 
creased. They sell for about $2,800. Company officials estimate that they would 
cost $550 more if made here. 

International Harvester, world’s largest manufacturer of farm equipment, is 
not alone in entering the U.S. market with its foreign-made products. 

The Ford Motor Co.’s tractor division is importing two models of diesel 
tractors made in its British factories. In the last few years, $28 million worth 
of one of these models was sold in this country. 

J. I. Case Co., a big manufacturer in Racine, Wis., has purchased a controlling 
interest in a French company that makes tractors and other farm equipment. 
Case has not announced plans to import any of the French production, but its 
president, Mare B. Rojtman, said recently: ‘“‘There’s a strong possibility we'll 
import a small diesel tractor.” 

The company plans to turn over some of its designs to the French firm and 
ultimately to bring out a full line of Case products overseas. 

Deere & Co., of Moline, Ill., has an 85-percent interest in a plant in Germany 
that turns out tractors, combines, and other farm equipment. Deere has built 
a plant in Mexico, and is putting up another in Argentina. 

Allis-Chalmers Manufacturing Co., of Milwaukee, has a plant in Britain and 
recently purchased others in Australia and Mexico. 

A look at wage rates here and abroad, however, shows why many businessmen 
think imports of farm equipment made in oversea plants of U.S.-owned firms 
may increase. 

International Harvester pays about 80 cents an hour in Britain and a little 
more than 70 cents an hour in Germany and France. The average wage for 
its hourly employes in the United States is $2.59. 


MACHINE TOOLS 


Here is what an official of the Ex-Cell-O Corp., of Detroit, a machine tool- 
maker, says about the export-import situation : 

“We feel we are being priced out of the world market, and the only way to 
stay in business is to make your product overseas. Formerly, 25 percent of 
American-made machine tools went into the export market. Now the flow is the 
other way. We are faced with the competition of imports.” 
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As a result, Ex-Cell-O has bought plants in Britain and Germany and is 
planning expansion to other countries—perhaps to India. 

German labor costs are only about 25 percent of those in Detroit. In England, 
the company finds skilled labor available at less than $1 an hour. Products 
made in the oversea plants are grinders, gearmaking machines, and a broad 
range of other tools, including lathes, which Ex-Cell-O doesn’t make in its 
American plants. 

Ex-Cell-O’s domestic employment is down from 10,000 a couple of years ago 
to 6,750 now. The firm is not bringing its foreign-made products back to the 
United States, but a company spokesman says: “We have no qualms about doing 
so, and it may come in the future.” 


HEAVY 





MACHINERY 


The Goss Printing Press Co., of Chicago, employes 800 people in a new plant 
it opened 2 years ago in Britain, where it first started operations in 1934. A 
smaller plant now is under construction in Germany. 

Goss has not tried to sell any of its British-made printing presses in the 
United States, because of a backlog of demand for its products in Burope. 

Comparative labor costs are 80 cents an hour in Britain, as against $2.72 an 
hour in Chicago. 

The British subsidiary “could undersell us by 25 percent any day in the U.S. 
market,” says Robert C. Corlett, the firm’s president. 

Within the last 5 years the Hyster Co., of Portland, Oreg., has opened new 
plants in Britain, Holland, and Brazil. The company makes forklift trucks, yard 
cranes, and lumber carriers, as well as construction equipment. 


OTHER PRODUCTS 


In just about every field of manufacturing, company officials are signing new 
agreements, arranging for construction or purchase of oversea facilities. Some 
examples: 

The Minneapolis-Honeywell Regulator Co. has wrapped up a 50-50 ownership 
deal with a Japanese firm which employs close to 18,000 workers. It will make 
industrial instruments, valves, and heating controls. 

About a year ago, Outboard Marine International bought a newly built plant 
in Belgium, where it assembles Evinrude and Johnson outboard motors of the 
small sizes popular in Europe. The present investment of $2.6 million will be 
increased by a million-dollar program of expansion this year. 

The Otis Elevator Co., with a number of oversea plants, has a policy of im- 
porting some of the more complicated components of elevators which, in its U.S. 
plants, result in high labor costs. Despite import duties, these parts are less 
expensive than if made here. 

In Europe, Otis figures its manufacturing costs are two-thirds raw material 
and one-third labor; in the United States, it’s the reverse. 

Yale & Towne has metal-products plants in Britain and Germany and two 
licensees in France that manufacture its locks, hardware, and materials-handling 
equipment. It plans to open another plant in Brazil. 

Eversharp, Inc., recently announced plans to import razor blades from a newly 
purchased plant in Sweden. 

The Johns-Manville Corp. has working agreements with 13 companies in 10 
European countries to manufacture 6 of its major products. In addition, it is 
opening two new plants in Italy to make floor tiles and heat-resistant materials. 
Johns-Manville also is currently investing several million dollars in existing 
plant facilities in Latin America, and has acquired. a majority interest in a 
Mexican factory that will turn out packing materials. 

Du Pont has under construction in Europe 3 new plants that will employ about 
1,000. The factories—in Holland, Belgium, and Northern Ireland—will produce 
fibers, paints, and synthetic rubber for the European market. 

An example of the growing importance of foreign production is provided by 
the Worthington Corp., of Harrison, N.J., which makes pumps, compressors, and 
other industrial equipment in 11 countries. Worthington is about to open a new 
plant in Italy, and is contemplating expansion in South America. 

Although Worthington’s sales abroad represent about one-fourth of its total 
business, 60 percent of those sales are based on production overseas. Only 40 
percent represents exports from this country. 
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Senator Proxmire. The resolution which I introduced, calling for 
these hearings, was prompted also by the complaints of the machine 
tool and tractor industries in my own State of Wisconsin. 

If it is true that hundreds of thousands of jobs are being exported 
abroad and thereby being taken away from American labor by the 
migration of American « capital to other countries, Congress should 
know about it and go out of its way to find out where those jobs were. 
Then, if the facts warrant, it should do something about it. 

At the same time, I am fully conscious of the overriding importance 
of a U.S. economic foreign policy and of foreign trade and foreign 
investment in particular that will contribute-to a buildup of the 
economies throughout the free world. 

It is important that we refrain from making snap judgments and 
from having preconceptions regarding the nature of this problem. 
We need to know what the day- -to-d: ay facts of produce tion and e mploy - 
ment are, to know how many jobs are being lost by the migration of 
capital, 

Whatever one’s philosophy is, whether he be oriented in the direc- 
tion of protection and self- Suflici iency or in the direction of interna- 
tional cooperation, the first thing to be done is to find out the facts. 

That is why I am so grateful to the chairman for holding these 
hearings. This will afford opportunity for the full expression of all 
points of view and to explore in all of its ramifications the relation- 
ships between foreign economic policy and the domestic economy. 

ini, at this point I would like to put into the record a table I have 
before me which shows the U.S. imports and exports as compared 
with world exports and also as compared to the gross national product, 
which indicates that, while our exports have been growing irregularly 
since 1951, they now constitute the smallest in relation to the gross 
national product that they have at any time in the last 9 years. Iam 
taking the first 4 month of 1959 as the most recent figures that are 
available. 

(The table referred to follows :) 


Exports of United States and the (free) world, and U.S. gross national product, 
1951-58, excluding military 


{In billions] 
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Senator Proxmire. Mr. Chairman, let me switch with you. 
Senator Sparkman. Thank you very much, Senator Proxmire. I 
am glad you started. I regret my delay, but I simply could not get 
here on time. 

I am glad you have given the statement you have and submitted 
the material for the record. 

This morning marks the beginning of hearings by the Subcommittee 
on International Finance of the Senate Committee on Banking and 
Currency. As has been explained by Senator Proxmire, the purpose 
of it is to explore the effects of private foreign investment on U.S. 
employment, profits, and markets. 

Much has been said and written about the beneficial effects of 
foreign investment in connection with our governmental programs 
overseas and our foreign policy in general. 

It cannot be assumed, however, that the beneficial effects will come 
about automatically without any stresses or strains on our domestic 
economy. 

With the exception of a few industries whose difficulties are known 
and anticipated, relatively little has been said about the immediate 
unfavorable effects of the migration of American capital on employ- 
ment, profits, and markets in : this country. 

The Subcommittee on International Finance plans to develop the 
pros and the cons of expanding private investment abroad. It will 
inquire into such questions as the extent to which the investment of 
American capital abroad will stimulate development in the recipient 
countries and whether in so doing it will constitute a competitive 
threat to American industries in those countries and in third-party 
countries and in the United States itself. 

It will focus attention also on the distinctions that should be made 
between investing in countries that are already fully developed, such 
as Western Europe, and investing in countries that are still vastly 
underdeveloped. 

Our first witness is Mr. Ralph E. Cross, of the Cross Co., Detroit, 
Mich. 

Mr. Cross, we are glad to have you. We have your prepared state- 
ment. You may present your case to us in any way you see fit. 

Let me say that your prepared statement will be printed in full in 
the record regardless of how you present your case. You may read 
it, summarize it, discuss the high points, or present it any way you 
wish. We are glad to have you with us. 








STATEMENT OF RALPH E. CROSS, EXECUTIVE VICE PRESIDENT, 
THE CROSS CO., DETROIT, MICH. 


Mr. Cross. Thank you. 
I will not read my statement. I would prefer to summarize and 
refer to it from time to time. 

In the way of introduction, as you have already said, I am Ralph 
E. Cross, and I am executive vice president of the Cross Co. of 
Detroit, Mich. 

My company designs and builds automation machinery. Our cus- 
tomers include companies that build automobiles, farm tractors, air- 
craft, air conditioners, electrical machinery, and metal products of 
all types. 
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We build the kind of machines that are known as transfer ma- 
chines—that is, the kind of machine that, for example, takes an auto- 
mobile engine block and transfers it through a series of stations that 
automatically perform the operations on the part. 

Generally, a rough casting is put into the machine, and it comes out 
machined and ready for assembly. 

For further details regarding our products, I would like to refer 
you to the testimony I submitted on automation before the Sub- 
committee on Economic Stabilization, which was a part of the Com- 
mittee on the Economic Report. I reported to them on October 
26, 1955. 

I have been in the machine tool business for 27 vears. When I 
started back in 1932, our company employed three people, and we had 
less than 10,000 feet of floor space. ‘Today we have a me der plant 
of 225,000 feet of fioor space, and we have ¢ apacity for employing 
about 525 people, although today our employment is off about 25 
percent. 

Over the years I have worked at about every job we have in our 
organization. At the present time my day-to-day duties : are research, 
engineering, pricing, sales, and service. 1am responsible for market- 
ing our products and for developing new products to re age those 
that become obsolescent. 

I am keenly interested in expanding our markets so that our com- 
pany can continue to grow as it has in the past. 

My company is in the process of establishing a plant in Europe 
at the present time, and I will endeavor to tell you why we are making 
this investment. 

First, I would like to explain that we have a dual interest in’ this 
problem—first, if American industry is going to reinvest its capital 
overseas then we are going to find that our major customers have 
shifted from the Midwest part of the United States to some other part 
of the world, and, second, our second interest in the problem is to 
reinvest our own capital where we can obtain the maximum return for 
our stockholders. 

Before I get into the specific reasons of why we are investing abroad, 
I would like to say that I have been concerned — this problem for 
a number of vears, and again I would like to refer to the testimony 
mentioned earlier that I submitted to the Sube seas on Economic 
Stabilization. 

At that time, that is in 1955, I was concerned because of the rising 
productivity of European countries. I was also concerned because | 
thought they would obtain a competitive advantage over our industry 
in the United States, and that eventually the balance of trade would 
turn against us, and that we would export gold. 

Of course, that is exactly what has happened. 

I would like to read one statement that I concluded by remarks 
with at that time, and I will quote: 

I would like to go back and say again I think that the foreign situation is 
one that could seriously affect us, and I would like to repeat once more that 
any increase in prices, any increase in labor rates, that are not offset by pro- 
ductivity increases, are suicidal, in my opinion. 

This is why we are investing overseas : 

Because of high prices we are already excluded from the world 
market, and we are now in danger of losing our American markets. 
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We had the choice of drastically reducing our business here and 
running the risk of eventually going out of business, or erecting a 
plant in Europe and redeveloping our worldwide business from over 
there. 

In many cases it is cheaper to make parts of our machines in Europe 
and ship them back to the United States than it is to make them here 
at home. 

When we complete our plant over there, we hope we will be able to 
develop a two-way trade. That is, we hope that there will be certain 
items which will be cheaper to produce e here, and there will be items 
that we can make cheaper over there and ship over here. 

We think this could give us a competitive advantage in both 
markets. 

At the present time, however, as we see it, it would appear that most 
of our exports will be engineering know-how and a few special com- 
ponents that are not as yet available in Europe. Most of our imports 
would be machine parts with a high labor conte nt. 

One of our objectives in making t this move is to protect our market 
here. One of the largest machine-tool distributors in the United 
States has recently entered into a working agreement with one of our 
competitors in Germany. I believe it is only a matter of time before 
this distributor will be offering German machine tools to our customers 
and at European prices. 

We are not going to sit back and let this happen. If it is humanly 
possible, we are going to be there first with the best to maintain our 
position in the industry, and we are going to do it even if we have to 
import complete machines from overseas. 

You have also indicated that you are interested in the impact of 
these moves on industry in the United States. As I said before, we 
have a dual interest in this problem because if there is a significant 
shift of the metalworking operations overseas, then we will not have 
any customers here in the United States to worry about. 

I do not think there is going to be any stampede of metalworking 
plants to Europe, but I do believe that many of our customers could 
make their products cheaper over there than they can here. 

{ could visualize, for example, automobile companies making such 
things as engines, axles, transmissions, power steering units, and so on, 
overseas and importing them back into the United States. 

As was reported in the Wall Street Journal, tractors are already 
being made overseas and imported into the United States. 

I have already mentioned that I was afraid that the balance of 
trade might turn against us and that we would be in the danger of 
losing our gold reserves. This fear I expressed back in 1955. What I 
see now that I did not see earlier is that the first flow of gold out of the 
United States would probably be in the form of capital goods dollars, 

As you know, these are often called the “multiplier” dollars, be- 

‘ause they have a multiplying effect on growth and jobs. These are 
the dollars that create the reservoirs of future profits, taxes, and job 
opportunities. 

¢xporting capital-goods dollars to supplement our industry here is 
not harmful; on the contrary, it is beneficial. But if the movement is 
to displace American production facilities, then we must be prepared 
for some major changes in government and industry. 
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Briefly, I have given you the essence of my comments, with the ex- 
ception of the underlying reasons that have put us in a position where 
we are unable to compete with European industry. With your per- 
mission, I would like to go through some of these reasons, because I 
think they are very pertinent. They are at the heart of the situation. 

The first is big unionism. Today collective bargaining in a company 
of our size is merely a joke. Major contract issues are decided by the 
research staff of the international union and are handed down to 
the local. These issues must be included in our labor contract regard- 
less of the cost. 

The workers have nothing whatsoever to do with the development 
of the issues, and the local labor leaders are not authorized to bargain 
about them. We have the choice of accepting them as they are pre- 
sented or going out of business. 

The kind of issues I refer to are wage patterns established by other 
industries, pension benefits, annual productivity increases, journey- 
men clauses, job rights, apprenticeship standards, and so on. 

The second is wages. It is no secret that wages in the United States 
are too high in relation to the wages paid in Europe. I think even 
Walter Reuther recognizes this; at least, he said so in the papers. 

Within the last few weeks he was in Berlin promoting a campaign to 
raise wages there so that European auto workers would not have the 
competitive advantage they have over the American workers. 

In the metalworking industry, the American factory worker is paid 
from four to six times more than his European counterpart, and in 
Europe overtime pay begins after 44 hours as compared to 40 hours 
here. 

The third item that runs up our cost and puts us in an unfortunate 
competitive position with respect to European industry is the re- 
strictive practices that are imposed on us by the union. One of them 
is the employment of journeymen. 

In our labor contract—and ours is typical of hundreds of others— 
we are forced to include what is known as a “journeymen clause.” 
This clause states that we will not hire anyone but a qualified union 
journeyman to perform certain duties. A journeyman is a man who 
has served an apprenticeship, or has 10 years of experience working at 
a trade. 

Another clause in the contract says that the number of apprentices 
that we can train shall be a small percentage, usually 3 or 4 percent, 
of the number of journevmen that we employ. 

This clause is used by the union to limit the supply of skilled 
workers, force up wages and overtime work. 

In effect, the journeymen clause creates a closed-membership club 
of privileged workers that dictates the work they will perform and 
the pay they will receive for doing it. 

I would like to say also here that we hear a great deal these days 
about training unskilled workers so they can take their place in the 
new realm of things created by automation. We can have the fanciest 
training programs in the world and we can educate these people until 
they cannot be educated any more, but it will never do any good as 
long as we have these j journeymen clauses in our labor contracts, be- 
cause they will never get an opportunity to work at a skilled job. 
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A fourth item that adds to our cost is the slowdown and feather- 
bedding. I think our high wages could be offset to a large degree if 
we could get rid of some of these make-work practices. 

Every pi: ant—lI do not care whose it is—has these slowdown experts 
in it who are constantly striving to reduce productivity. 

One of the ways that this is ‘accomplished i is through the establish- 
ment of work rights. For example, a man may have to stop running 
his machine because a light bulb has burned out. He cannot change 
the light bulb, although he might have one right there to do it, because 
the job of changing light bulbs belongs to an electrician. 

There are virtually thousands of w: iys that this make-work program 
goes on, driving up costs and prices higher and higher. 

Employees who try to fight this system are riciduled until they 
conform to what the union thinks they should do. 

As I look at it, this union practice is just as much in restraint of 

rade as getting together and fixing prices. 

A fifth item is slow capital recovery, or, to put it another way, de- 
preciation. Whenever we invest in a new machine, we strive to get 
the capital back as quickly as possible. We think this is an absolute 
necessity if we are going to continue to grow. ‘The sooner we can get 
our money out of our investments the sooner we can reinvest it and the 
more we can expand. 

Obsolescence is a major problem whenever we invest in a machine. 
With the rapid change in technology today, we cannot know whether a 
machine we invest in today will be profit: able 5 or 10 years from now. 

Recovery of capital invested in machines in the United States is 
the slowest of any industrial country in the world. It takes from 12 
to 30 years to recover capital invested in machine tools in the United 
States as opposed to 4 to 8 years in the industrial countries of Europe. 

To give you some idea of what other countries are doing along these 
lines, T would like to insert in the record a part of a letter I received 
from the consulate general of Denmark a few weeks ago, and I will 
quote from that letter: 


A new industrial development law has been enacted to help create new indus- 
tries in areas outside Copenhagen and to expand existing firms. The Govern- 
ment may provide loan guarantees or grant outright loans, the ceiling for these 
being 90 percent of building costs and 40 percent of machinery costs. 

New regulations concerning depreciation and tax-free funds have been estab- 
lished. In every year, permissible maximum writeoff is now 30 percent of the 

value of capital goods after deduction of previous depreciations. Furthermore, 
up to 15 percent of profits are tax-free if deposited in funds earmarked for future 


investment purposes. 

You have probably heard that Sweden and Switzerland permit a 5- 
year writeoff on equipment. Great Britain grants a special 20 percent 
writeoff in the first year of acquisition. Canada permits 20 percent 
declining balance rate for most types of machinery. 

If we are going to continue to grow and expand jobs in this country, 
I think we are going to have to be more competitive along these lines. 

A sixth item I would like to touch on is that we were surprised 
when we went to Europe to find that the government officials there 
seemed to have a much better understanding of what creates prosperity 
and jobs than our people do here. They are using that knowledge 
and information to provide incentives for business and to stimulate 
industrial growth. 
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I can say honestly that our management skills and know-how are 
wanted in Europe, and 1 think we are respected there for the contri- 
butions we make to a comfortable living and to the welfare of society. 
I cannot say that this is always true here. 

With this brief testimony I have tried to give you a picture of how 
I think, as an average American businessman. I think I am an average 
one. I have tried to give you my opinions of the changes that are 
taking place in industry, and the impact of these changes on the 
United States. 

I have not tried to offer any corrective measures for the problems 
that confront us, but I would be glad to discuss these with you if you 
would like to talk about them. 

I hope that my testimony will be of help to you in completing your 
studies. 

Thank you very much. 

Senator SpaRKMAN. Thank you, Mr. Cross. 

We appreciate your statement based upon your own practical 
experience in this field. 

Senator Proxmire / 

Senator Proxmire. Mr. Cross, how much of your business right now 
is export business ? 

Mr. Cross. I could not give you an exact figure. 

Senator Proxmire. Roughly, percentagewi ise. 

Mr. Cross. I would think around 10 or 15 percent. 

Senator Proxmire. And you say that you are in the process now 
of building a plant in Europe / 

Mr. Cross. Yes. 

Senator Proxmire. Where is that ? 

Mr. Cross. It will be in Germany. 

Senator Proxmire. In West Germany? I notice that one specific 
proposal that you make here—and you have obviously done a lot of 
thinking on this and considered it in great detail—is a moratorium on 
wage increases until the rest of the w orld catches up withus. Do you 
feel that that kind of a mor atorium would result in lower prices of 
goods produced in this country ? 

Mr. Cross. Well, I think eventually it would lower prices, yes, be- 
cause if we can continue to increase productivity as we have in the past 
without increasing wages I think it would eventually lower prices. 

Senator Proxmire. You feel this is true in your industry ? 

Mr. Cross. Yes; I do. 

Senator Proxmire. What has been the price pattern in your indus- 
try? Has there been a cost-push situation in which wages have gone 
up steadily and prices have gone up also? Have prices in your judg- 
ment lagged after the i increase in wages? Or what is the situation? 

Mr. Cross. W ell, prices in the machine-tool industry have been 
pushed up by wage increases. As wages have increased, prices have 
gone up. 

This was true up until about a year ago. The recession has had 
a depressing effect on prices in the machine-tool industry, and I do 
not think there have been any price increases, even though there have 
been wage increases. 

However, the industry now is at a point where its profits are squeezed 
down to the vanishing point, and I am sure there will have to be price 
increases within the next few months. 
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Senator Proxmire. What I am concerned about, of course, is the 
fact that it is true that exports are a very important part of our 
market, but they do amount to something between 3 and 4 percent 
of our gross national product, and if we do not increase wages as our 
productivity increases it would seem there might be some diminution 
in demand domestically which could be extremely important to our 
prosperity, perhaps more important that the whole export market. 

Do you feel that there is sufficient flexibility in our system so 
that prices could be dropped and we actually would get no fall-off 
in real income, real consumption ¢ 

Mr. Cross. If we did lower prices I think it would increase demand. 
At least that has been the history of our experience. 

I would like to go back and touch on this export business a little 
bit, because I do not know that I stated the picture quite as clearly 
as I might have. 

When I said our export business was 10 to 15 percent of our total, 
this is true, but the potential export business is many times that. 

So the 10 or 15 percent of our volume that we get from export now 
is only a small part of what we could do in Europe, South America, 
Australia, and India, if our prices were more in line with European 
prices. 

We bid on many, many machines against European builders, and 
our salesmen always come back with the same story “Our price is 
just 40 or 50 percent too high.” So we do not get the business. 

We would like to develop that business, because it is just as good 
as business here at home and we do not see why we should not develop 
it. 

Senator Proxmrire. Of course, as business improves over there, as 
American private capital invests and helps the economy grow and 
expand over there, then your market, your potential market at least, 
substantially increases, does it not ¢ 

Mr. Cross. Yes. 

Senator Proxmire. It is to your interest to see the economies of the 
free world grow and grow rapidly. Of course, it is to us all, but I am 
talking about your specific business interest. 

Mr. Cross. Yes, we are interested in doing that. We think it is 
good for the world and good for ourselves. 

We are in the unfortunate position of not being able to participate 
in the overseas market because of high prices, and we also are in 
danger of losing a part of our own American market because of the 
same thing. 

Senator Proxmire. On that last point, the Wall Street Journal 
states that the imports of machine tools so far have been confined 
largely to small tools—that is, engine lathes, radial drills, shapers, 
and milling and grinding machines. 

Will such imports, do you think, be followed up by imports of the 
heavier machines that are more directly competitive with machines 
inthiscountry ?¢ 

Mr. Cross. Yes, I do. As I tried to point out, one of the largest 
machine tool distributors in the United States has entered into a work- 
ing agreement with one of our competitors in Germany who makes 
automation machinery similar to what we make. 

The kind of machines we make are big, heavy machines. Some of 
them are 300 or 400 feet long, for example, and they weigh hundreds 
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of tons. I expect that those machines will be imported from Germany 
into the United States through this distributor. 

They have some problems to work out before they can do an effec- 
tive job of serving the customers, but there is not any doubt in my 
mind but what they will work them out and be offering these ma- 
chines to customers in a matter of time. 

Senator Proxmire. Thank you, Mr. Chairman. 

Senator SPARKMAN. Senator Bennett ? 

Senator Bennett. I just have two comments. 

I am interested in that part of your testimony which indicates that 
in your particular field the process has already begun by which it is 
more profitable for American manufacturers to manufacture their 
product in Europe and ship it back into this country either in whole 
or in terms of basic component parts. That process replaces Ameri- 

can jobs with foreign jobs and I think is apart from the process of 
competition in the world market. 

But. has that process actually begun in the machine tool industry ? 

Mr. Cross. Yes, it has. 

Senator Bennetr. And is it not based fundamentally on the basic 
economics that people will buy similar products at the cheapest price 
regardless of where they are made? 

Mr. Cross. Yes, that is true. I do not think that anybody is going 
to pay us a premium, especially a large premium, just because we 
happe n to be located in one locality inste¢ ad of another. 

Senator Bennett. Have you been observing the developments re- 
ported in the papers lately where manufacturers of American electric 
generating equipment have been substantially underbid by foreign 
manufacturers and attempts of the Government to protect the Ameri- 
-an manufacturers have been the subject of great criticism to the point 
now where we are installing foreign generating equipment in some 
of our reclamation projects financed with Federal money ? 

Mr. Cross. Yes, I have followed that. 

As a matter of fact, it has gone on for quite a few years now. This 
is not the first instance that this has come up. It came up in 1954 
and 1955—the same sort of a problem. 

Senator Bennett. So this is another demonstration of the process 
about which you have been talking. I think the attitude of the public 
generally is that except for those whose jobs are directly involved they 
want to see the Government purchase cheaper machinery even if it is 
manufactured abroad. 

Is that not a fair statement from your point of view ? 

Mr. Cross. Well, of course, I have no way of testing public opinion. 
I think there are other considerations in this particular instance about 
the power generating machinery. I do not think the Government and 
the people who purch: ase the equipment for the Government are fully 
qualified to evaluate the merits of the different types of machinery, 
and I can speak on that from firsthand —_ lence, 

I think personally they made a bad selection, because there are 
things to be considered other than price when you buy a complicated 
piece of equipment such as a power generator. 

Senator Bennett. [ agree with you. 

Mr. Cross. If I were making the evaluation—of course, I am not in 
possession of all the facts—my inclination would be that I probably 
would have made a different choice. 
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Senator Bennerr. But actually a choice was made eventually on 
price alone? { 

Mr. Cross. On price. I would not say it was alone, because I think 
perhaps there were other factors. 

Senator Bennerr. Let’s put it this way: The price element over- 

came whatever other objections they may have had ? 

Mr. Cross. All other elements. That is correct. And whether the 
public is behind the action of the Government I really do not know. 

I would like to raise this point. I am wondering if you saw an 

article in Steel magazine—I think the title of the article was “Vanish- 
ing Taxes *_where the Government purchased some machine tools 
from a foreign country and the price differential between what they 
saved by buying the tools overseas instead of here was lost in taxes. 
I am not exactly positive about my figures, but the loss of taxes to 
the Gov ernment more than offset the savings they made by buying 
at the lower price 

Senator Bennert. I think that goes through not only the obvious 
taxes but it goes through income taxes that ‘might have been avail- 
able from people whose incomes were cut because they did not have 
the job of making that machinery. 

Mr. Cross. I do not think this had anything to do with personal 
ine ome. This was corporate tax. 

Senator Bennett. Yes, but I think the same thing holds true. 

W e have seen the very interesting development in this country in 
the last 5 or 6 years that the importation of automobiles has reached 
the point where it is approximately 500,000 units, about 10 percent of 
the American industry, and at the same time we see Detroit in very 
serious difficulty—that is your city—because of the reduction of jobs 
in the automobile industry. 

Off the record. 

(Remarks off the record.) 

Senator Bennett. There is another angle to this question of the 
exportation of American capital and know-how, and I think it be- 
longs in this record. 

On the 1st of January of this year a group of European nations 
took the first step—they may not finally work their problem out but 
they have taken the first general step—to the creation of the European 
Common Market. 

I understand seven nations outside of the Common Market are call- 
ing themselves the outer seven and beginning to develop the same 
process. 

Is it not your understanding that one of the features of that Common 
Market program is to throw a protective tariff wall around the area 
embracec by the Common Market which would make it more difficult 
even than it has been for American producers to sell American-made 
goods through that tariff wall in the Common Market? 

Mr. Cross. I do not think it is true. I do not say that. some people 
may not have that in mind, but that market traditionally has te 
on a large volume of export business. 

Senator Benner. This is not export; this is import. 

Mr. Cross. They also depend on a lot of imports. 

Senator Bennerr. I think you had better go back and review the 
program of the European Common Market. They have the problem 
of breaking down the individual tariff walls that separate the seven 
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nations now, and as part of that problem it is my understanding that 
by the time they get the Common Market in complete operation they 
expect to build up a tariff wall for the entire market, which will be 
a combination of the existing tariffs of the individual countries that 
make up the market. 

If you do not believe it is true, my next question would have no 
meaning for you. 

Senator Proxmire. Would the Senator yield at that point ‘ 

Senator Bennett. Yes. 

Senator Proxmire. Is it not true that this is to be an arithmetical] 
average so in aggregate the tariff would neither go up nor down but 
remain an average of what it had been before ¢ 

Senator Bennett. I did not understand that they were going to 
use a completely neutral arithmetical basis for arriving at it. I as- 
sumed it would be arrived at by negotiation. 

It may be that they will come out with that result. But I had 
rather expected that we would find the tariff wall leaning toward 
the highest tariffs that exist in the group now rather than toward 
the lowest tariffs. 

In any event, is it not logical for American manufacturers facing 
the potential erection of this tariff wall to want to get in behind it, 
to manufacture their product within the wall rather than be left on 
the outside of it ? 

Have you looked at our investments in Europe from that point of 
view ¢ 

Mr. Cross. That has not been very much of a consideration with us, 
frankly. Tariffs are not a big part of the differential that exists. 

The big problem that we have is the differential in wages. That is 
the thing that makes them more competitive than we are. 

I would like to go back to that again because I have dug into that 
a little more maybe than I have indicated here. 

The products that you will see imported into the United States 
are those with a high labor content, such as heavy machinery. The 
electrical machinery is an example. Machine tools are another ex- 
ample. About 40 percent of our sales dollar is labor. When we have 
a differential of 4 to 1 it makes a big differential in the price. 

Tariffs that amount to 15 percent are a small item compared to 
the wage differential. 

I was over in Europe in 1954, and I talked with a lot of people 
about this high labor content item. 

The Europeans have it figured out that when the labor content 
reaches a certain percentage of a product then they can readily export 
it to the United States. 

I thought it would be a long, time before they started exporting 
automobiles, because an automobile is not really an item that has a 
high labor content compared to an electrical generator or a machine 
tool. It really surprised me to see that they could bring their produc- 
tivity up so that they could be competitive with our automobile 
industry over here between 1954 and now, and, of course, they have. 

One other comment I would like to make about the automobile 
industry is that I think they are using a remarkable amount of 
restraint with respect to imports. I think they could import many 


things today cheaper than they can make them here if they chose 
to do it. 
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Senator Bennett. You indicate that you think the chief problem 

is the difference in wage rates / 
Mr. Cross Yes, I do. 
Senator Bennerr. But in your testimony you list a half a dozen 

other problems which are related to working conditions. Did you 


find the counterpart of these situations more favorable in Europe than 
in the United States? 


Mr. Cross. Yes. 

Let me say when I said “wages” I probably was using the term 
loosely. I am not talking about wages alone. I am talking about 
wages, and working conditions and restrictive labor practices, and 
the things that drive up costs. 

Senator Bennerr. Then it would be fair to assume that such con- 
ditions as predeveloped or prefabricated contracts and such things 
as journeymen clauses and slowdown and featherbedding are not 
so prevalent in Europe or so onerous / 

Mr. Cross. Let me cite one example with respect to this employ- 
ment.of journeymen in Germany. 

When we were investigating at the time the availability of labor, 
skilled labor—we said, “We need a lot of toolmakers to make machines.” 

The first thing they told us is, “We have toolmakers. You pay them 
a high rate for their trade. But we would advise you not to hire them. 
It is not necessary to hire toolmakers to build machine tools in Ger- 
many. You can hire unskilled workers and train them to do the work 
that you want to do, and you do not have to pay them as much as you 
pay a toolmaker.” 

This we know. We know that we can take an average person with 
normal intelligence and teach him to do practically any of the jobs 
that we have to do in a relatively short period of time. If we were 
permitted to do that by our union, our expenses would be a lot lower. 

We cannot upgrade unskilled workers here, but over there the gov- 
ernment encourages us to do it. 

And I will tell you why they encourage us to do it too. Because 
they are interested in seeing that their people are employed. And this 
is a restrictive practice to ‘Teduce employment and create a monopoly 
for a few skilled trade workers. 

Over there it is just the opposite of what it is over here. 

Senator Bennett. I have no further questions, Mr. Chairman. 

Senator SparKMAN. Senator Frear ? 

Senator Frear. Yes, sir. 

Mr. Cross, you talked about the decrease of our gold reserves, and 
I gathered that it appears to you as a jeopardy to the U.S. dollar. 
These dollars that you are talking about being exported are being 
exported at lesser value than they were in 1955. Ona comparative 
basis the currencies of three or four foreign nations are now in more 
demand than the American dollar. 

So my question is: Can it be prevented—going into our gold re- 
serves—before a calamity happens to the American dollar 

Mr. Cross. I do not know, sir, that I really understand your 
question. 

Senator Frear. I admit it was not a very good one. But, neverthe- 
less, the point is this, I think, maybe without even asking a question : 
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Our gold reserves have gone from approximately $25 billion down 
to something less than $20 billion in the last 18 or 24 months. Is that 
an accurate statement ? 

Mr. Cross. I think so. 

Senator Frear. What caused that? 

Mr. Cross. I think the balance of trade has been such as to cause it. 

Of course, I know, and you do too, that our foreign aid program 
has caused some of it. It all has not been strictly a balance of trade 
situation. 

Senator Frear. How did the foreign aid program affect it ? 

Mr. Cross. If we provide aid to foreign countries, we have to provide 
the funds to pay for it, and I do not know if there is any other way 
that we can do it except through export of gold. 

Senator Frear. If we provide foreign aid to other countries and 
give them goods, wares, and merchandise, we are taking care of our 
labor and our home dollar. It would not create a drain on our gold 
reserves ; would it ? 

Mr. Cross. Well, not if the trade is in balance. But if it is not in 
balance, certainly there will be a drain on our reserves. 

The fact that there has been a drain on our reserves is an indication 
that there is not balance. I donot see any other way you can look at it. 

Senator Frear. I take from what you just said that an imbalance 
is flow of gold either in or out of Fort Knox—that is, in or out of this 
country. That is, if we export more gold than we’import, then, of 
course, the balance of trade is against us. 

Mr. Cross. Right. 

Senator Frear. But that I do not agree with a 100 percent. 

But, nevertheless, in addition to foreign aid, what other reasons 
in your opinion are there for the depletion or the lowering of our gold 
reserves or our gold supply? 

Mr. Cross. I think the fact that we are importing more than we are 
exporting in commerce. That is the thing that disturbs me. And 

really it is not the gold that disturbs me so much as it is the psychologi- 
cal effect. The fact that the gold is moving one way or the other and 
the trade balance is one way or the other is an indication that oppor- 
tunity is flowing one way or the other. 

Now, if the opportunities are greater overseas than they are over 
here, the first thing may be a flow of gold. But if our scientists and 
our engineers and our highly skilled people begin to think that there 
is greater opportunity some other place than there is here, we will be 
in a pretty sad state. I think that could logically follow. 

In the last year or the last several years, or the last 20 years or 25 
years, we have done many things in this country to bring up the level 
of the unskilled worker, and we have created a great deal of imbalance 
between the unskilled worker and the professional worker and the 
skilled worker and the scientist and the businessman. I believe there 
us a lot of imbalance. At least there is an imbalance compared to 
what you find in other parts of the world. 

Now, the unskilled worker has priced himself out of the market. 
‘The high labor content product is coming in here. That in itself is 
an indication that unskilled labor here is out of step. 

If we have an unfavorable balance of trade, we have an outflow of 
gold and eventually an outflow of opportunities. We are not going 
to lose the unskilled worker because he is too expensive. 
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But the opportunity for the skilled worker and the professional 
worker I think will increase, and if we begin to lose that kind of a 
person, we could be in a very sad state of affairs. 

Senator Frear. Did I understand you to say that you were not 
terribly distressed about the lowering of our gold reserves in this 
country as much as you were about businesses establishing themselves 
in other countries to avoid the conditions that exist here because of 
high. labor market? As I read your paper I believe you were giving 
us your reasons for establishing a plant of your company on the 
European Continent. 

If all of our industry or a major part of our industry were to do the 
same thing as you are doing, then it would do exactly, as I understand 
it, what you have said would completely deplete our gold reserves. 

Mr. Cross. Well, I think it would. But, of course, it will not happen. 
We are talking, I think, in a theoretical sense now, and from a practical 
point of view it would not happen. 

From a practical point of view I do not think such a thing would 
happen because obviously there would be corrective action first. 

It seems to me as if our job is to take corrective action before a lot of 
people are hurt. These things that we talk about, such as the flow 
of gold, imbalance of trade, and so on, are only barometers that tell 
us—or danger signs if you want to call them that—that tell us that 
corrective action is required. 

Senator Frear. Mr. Chairman, just one last question. 

I understand we are going to have another witness, and there may 
be opportunity to ask questions later. I donot want to delay this. 

Senator SparKMaANn. Goright ahead. 

Senator Frear. The Secretary of the Treasury, Mr. Anderson, has 
made public in testimony and otherwise that he is not fearful at all 
that a flight from the dollar will take place and that the gold reserve 
in our country going from $25 billion down to less than $20 billion has 
no particular significance. Do you agree to that ? 

Mr. Cross. No, I do not, because I do not think the Secretary is 
close enough to the grassroots to really know. 

Last night I came down here on the plane with the president of a 
company—I just met him on the plane—who employs 75 people. He 
told me that he is going over to Europe next week. They have already 
entered into discussions to do part of their work in northern Italy. 

When a little company like our company and a little company like 
his company begin to think about these things, I think it is serious. 

If the General Motors Corp. thought about it—and obviously they 
did years ago or they would not have plants overseas—that is one 
thing. But when all these little companies get into the act, you have an 
entirely different situation. 

Senator Frear. Thank you, Mr. Chairman. 

Senator Sparkman. Anything further, Senator Proxmire ? 

Senator Proxmire. No. 

Senator Sparkman. I notice with interest your statement regarding 
the desirability of rapid depreciation of machinery and equipment. 
How important a factor is that? 

Mr. Cross. Well, we think it is very important, because in the past 
where we have had rapid depreciation practices in this country—that 
is, during World War ITI and again during Korea—it stimulated the 
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introduction of new technology. It increased productivity through 
the more rapid application of new machinery. 

I think that is something that we need. We need to increase our 
productivity a great deal in order to offset these high wages and these 
restrictive labor practices. 

Senator SparKMAN. May I say that I fully agree with you. I was 
glad to see you include that point, because I think it is a more important 
factor than a lot of people attribute to it. 

I have often said that I should like to see the time come when we 
would feel that we were in sufficient economic balance that we could 
afford to set up rapid depreciation, let the manufacturer himself more 
or less determine the rate at which he cares to depreciate his property. 

I think certainly there would be some limitations, but I think it 
would be one of the finest economic boosters that we could have. 

Thank you very much, Mr. Cross. 

(The prepared statement of Mr. Cross follows :) 


STATEMENT OF RALPH E. Cross, EXECUTIVE VICE PRESIDENT, THE CrOsS Co. 
OF Detroit, MIcH. 


My name is Ralph C. Cross and I am executive vice president of the 
Cross Co., of Detroit, Mich. 

My company designs and builds automation machinery. Our customers in- 
clude companies that build automobiles, farm tractors, aircraft, air conditioners, 
electrical machinery, and so on. We build the kind of machines that are 
known as transfer machines, ie., the kind of machines that will take a V-S 
cylinder block, for example, and transfer it through a series’‘of stations, which 
automatically perform the operations on it. For further details of our products, 
I refer you to the testimony I submitted on automation before a subcommittee 
on Economic Stabilization of the Committee on the Economic Report, October 
26, 1955. 

I have been in the machine tool business for 27 years. When I started back 
in 1932, our company employed three people and had a plant with less than 
10,000 feet of floor space. Today, we have a modern plant of 225,000 feet of 
floor space, and we have capacity for employing about 525 people, although 
today our employment is off about 25 percent. Over the years I have worked 
at every kind of job that we have in our organization, from sweeping the floors 
and running machines to the duties of the president. At the present time, my 
day-to-day duties are research, engineering, pricing, sales and service. I am 
responsible for marketing the products that we make, and for developing new 
products to replace those that become obsolete. I am keenly interested in 
expanding our markets so our company can continue to grow as it has in the past. 

IT understand that this committee is interested in American investment abroad 
and the short term impact on the United States, and particularly what moti- 
vates American business men to invest capital in foreign countries. 

My company is in the process of establishing a plant in Europe at the present 
time, and I will endeavor to tell you why we are making this investment. First, 
I would like to explain that we have a dual interest in this problem because (1) 
our customers are metalworking plants and, if American industry is going to 
reinvest its capital overseas, then we are going to find that our major customers. 
have shifted from the Midwest part of the United States to Europe, South 
America, or wherever they go and (2) our second interest in the problem is 
to reinvest our own capital where we can obtain the maximum return for 
our stockholders. 

Before I get into the specific reasons of why we are investing abroad, I would 
like to say that I have been concerned about this problem for a number of years, 
and again I would like to refer to the testimony mentioned earlier that I sub- 
mitted to the Subcommittee on Economic Stabilization. I would like to quote 
a few remarks I made at that time in 1955: 

“Now, as I look ahead to the future I see one element that disturbs me con- 
siderably, and that is European competition. Today automation is growing 
very rapidly in Europe. The productivity of the European worker is increasing 
a great deal. 
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“When I was in Europe, I had occasion to visit a number of foreign plants. 
I looked at their machinery, and I saw what was happening. I saw where from 
1950 up until a year ago they had changed from what I would consider to be 
1920 technology to 1950 technology. In other words, they had covered a span 
of about 30 years in a period of 3. Many of these plants are highly automated 
at the present time, and the productivity of the workers is increasing, and the 
labor rates are controlled by the Government, if not directly, indirectly, and so 
are prices. They are going to be in a very favorable position to capture some 
of our American markets, and they want to capture our American markets. 

“T would like to go back and say again, I think that the foreign situation is 
one that could seriously affect us, and I would like to repeat once more that any 
increase in prices, any increase in labor rates, that are not offset by productivity 
increases, are suicidal, in my opinion.” 

In addition to the above, I would like to quote from a few questions that 
followed my testimony. 

“Mr. Enstey. Your fear is that it might put us in a competitive position in 
some respects and squeeze some of our producers here; is that your fear? 

“Mr. Cross. Yes; I feel that is true, and I feel the Europeans could capture 
some of our markets, and I think we have forgotten that the balance of trade 
could go against us. 

“Mr. ENstey. You mentioned that during the next decade when we may have 
relatively labor shortage we might find ourselves increasing tremendously our 
imports from Western Europe; is that right? 

“Mr. Cross. I think that could happen, yes. 

“Mr. ENsSLEY. How would you visualize that we would pay for those imports? 

“Mr. Cross. From our gold reserves, as long as we had them. 

“Mr. ENsSLEY. These reserves wouldn’t last very long, though, if there was a 
predominant drift the other way. Wouldn’t it boil down really to the fact that 
we would have to start shipping them goods in return? 

“Mr. Cross. We would have to if we were going to maintain our position, but 
that is my point. I think that we might lose our position, and if the pressure is 
there for the goods, and we have the reserves with which to buy them, the pres- 
sure from the people might be such that they would be willing to spend that 
money to maintain our standard of living. 

“Mr. ENSLEY. You mean export gold reserves? 

“Mr. Cross. Export the gold and that would bring the goods in. Of course, 
it couldn’t go on forever, because we would run out, but by that time we would 
be in a very unfortunate position.” 

As you well know, the fears that I expressed at that time have now begun 
to materialize. We are exporting gold and the balance of trade has turned 
against us. 

When I submitted this testimony, I think that I made an unfortunate selec- 
tion of words where I referred to the problem as European competition. The 
problem really isn’t European competition. It’s rather, as I see it, that capital 
investment opportunities are better abroad than they are here at home. 

Now, I would like to tell you what motivated us to build a plant in Europe. 
Perhaps I shouldn’t say motivated, because my feeling is that we were forced 
to build a plant in Europe. The reasons are as follows: 







BIG UNIONISM 





Today collective bargaining in a company of our size is nothing but a joke. 
Major contract issues are decided by the research staff of the international 
union, and are handed down to the local. These issues must be included in our 
labor contract regardless of the cost. The workers have nothing whatsoever to 
do with the development of these issues, and the local labor leaders are not 
authorized to bargain on them. Management has the choice of accepting them 
as they are presented, or of going out of business. The kind of issues I refer 
to are wage patterns established in other industries, pension benefits, annual 
productivity increases, journeymen clauses, job rights, apprenticeship standards, 
ete. 


WAGES 


It is no secret that wages in the United States are too high in relation to the 
wages paid in Europe. Even Walter Reuther recognizes this. Within the last 
2 weeks, he was in West Berlin promoting a campaign to raise the wages of 
European auto workers in order to cut the competitive price edge now enjoyed 
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by cars made in France, Germany, England, and Italy. In our industry, the 
American factory worker is paid from 4 to 6 times more than his European 
counterpart, and in Europe overtime pay begins after 44 hours as compared to 
our 40 hours here. 
We need a moratorium on wage increases until the rest of the world catches 
up with us. 
EMPLOYMENT OF JOURNEY MEN 


In our labor contract, and ours is typical of hundreds of others, we have what 
is called a journeymen clause. This clause states that we will not hire anyone 
but qualified union journeymen to perform certain duties. A journeymen is 
a man that has served an apprenticeship or has 10 years of experience working 
in the trade. So far so good, but the number of apprentices that we can train 
at any one time is also fixed by contract and is a small percentage of the jour- 
neymen we employ. This is used by the union to limit the supply of skilled 
workers, force up wages, and overtime work. In effect, the journeymen clause 
creates a closed membership club of privileged workers that dictates the work 
they will perform and the pay they will receive for doing it. This condition 
not only increases the prices of our machines, but it restricts our ability to grow 
by limiting the availability of skilled labor. Ordinary workers could be trained 
to do the work performed by many of these journeymen in a matter of a few 
months. 

SLOWDOWN AND FEATHERBEDDING 


High American wages could be offset to a large extent if industry could get rid 
of slowdown and featherbedding practices. Every plant has its slowdown advo- 
cate or advocates who are constantly striving for ways to lower productivity. 
One of the ways this is accomplished is through the establishment of work 
rights. For example, a man may have to stop running his machine because an 
electric light is burned out. He can’t change the light bulb, although he may 
have one immediately available, because the job of changing light bulbs belongs 
to an electrician. There are virtually thousands of ways that this make-work 
program goes on driving up costs and prices higher and higher. Employees that 
try to do an honest day’s work are ridiculed until they slow down to the norm. 


I have been led to believe that restraint of trade is unlawful and contrary to 
the public interest. For the life of me, I can’t see the difference between dividing 
markets or fixing prices, and the featherbedding practices which are employed 
by unions today: they are all one and the same thing. 


CAPITAL RECOVERY—-DEPRECIATION 


Whenever we invest in a new machine, we strive to get our capital back as 
quickly as possible. Obsolescence is a serious factor in every capital investment. 
No one can know whether money invested in machinery today will provide a 
profit 5 to 10 years from now. Because of our antiquated depreciation policies, 
capital recovery in the United States is the slowest of any industrial country 
in the world. It takes from 12 to 30 years to recover capital invested in machine 
tools in the United States as opposed to 4 to 8 years in the industrial countries 
of Europe. To give you some idea of what other countries are doing, I would 
like to insert in the record part of a letter I received from the consulate general 
of Denmark a few weeks ago. 

“A new industrial development law has been enacted to help create new 
industries in areas outside Copenhagen and to expand existing firms. The 
Government may provide loan guarantees or grant outright loans, the ceiling for 
these being 90 percent of building costs and 40 percent of machinery costs. 

“New regulations concerning depreciation and tax-free funds have been estab- 
lished. In every year, permissible maximum writeoff is now 30 percent of the 
value of capital goods after deduction of previous depreciations. Furthermore, 
up to 15 percent of profits are tax free if deposited in funds earmarked for future 
investment purposes.” 

Sweden and Switzerland permit a 5-year writeoff on equipment. Great Britain 
grants a special 20 percent writeoff in the first year of acquisition. Canada 
permits 20 percent declining balance rate for most types of machinery. If our 
company is going to continue to grow, as it must if it is going to stay in business, 
it’s going to need an ample supply of capital. One of the major sources of funds 
is our depreciation reserves. We think that capital invested in machinery and 


equipment must be recovered as quickly as possible so that it can be reinvested 
for further growth. 
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ENLIGHTENED GOVERN MENT 


When we began to look around in Europe, we were surprised to find the 
Government officials there seemed to have a much better understanding of what 
creates prosperity and jobs than our Government does here. Since World War II, 
most European countries have been very conscious of the need for economic 
growth and expansion, and they have been instrumental in offering incentives 
to business to stimulate growth. Our management skills and know-how are 
wanted in Europe, and we are respected there for the contribution we make to 
comfortable living and to the welfare of society. 

Briefly, I have tried to give you some of the reasons we are reinvesting abroad. 
Put them all together and it adds up to this: Because of high prices, we are 
already excluded from the world market, and we are now in danger of losing 
our American market. We now have the choice of drastically reducing our 
business here and running the risk of eventually going out of business, or of 
erecting a plant in Europe and redeveloping our worldwide business from over 
there. In many Cases, it is cheaper to make parts of our machines in Europe 
and ship them across the ocean than it is to make them here at home. We are 
hoping that we will be able to develop two-way trade, i.e., import items that 
can be made more cheaply in Europe, and export those items that can be made 
more cheaply here. This could give us a competitive advantage in both markets. 
At the present time, it would appear that most of our exports will be engineering 
know-how and special components that are not as yet available in Europe, and 
most of our imports will be machine parts with a high labor content. 

As I said earlier, one of our objectives in making this move is to protect our 
market here. One of the largest machine tool distributors in the United States 
has recently entered into a working agreement with one of our competitors in 
Germany. I believe it is only a matter of time before this distributor will be 
offering German machines to our customers at European prices. We are not 
going to sit back and let this happen. If it is humanly possible, we are going to 
be there first with the best to protect our position, even if it means importing 
whole machines. 

You have asked me to comment on the impact of these moves on industry in 
the United States. As I said earlier, we have a dual interest in the problem 
because, if there is a significant shift of metalworking operations overseas, then 
we won’t have any customers here in the United States to worry about. I don’t 
think there is going to be any stampede of metalworking plants to Europe, but I 
do believe that many of our customers could make their products cheaper over 
there than they can here. I could visualize, for example, automobile companies 
making such things as engines, axles, transmissions, power-Steering units and so 
on overseas and importing them to the United States. 

I have already told you that as far back as 1955, I was afraid that the balance 
of trade might turn against us and that we would be in danger of losing our 
gold reserves. What I see now that I didn’t see earlier, is the export of capital- 
goods dollars. As you know, these are often called multiple-purpose dollars, 
because they have a multiplying effect on growth and jobs. These are the 
dollars that create a reservoir of future profits, taxes and job opportunities. 
Exporting capital goods dollars to supplement our industry here isn’t harmful; 
on the contrary it is beneficial. But if the movement is to displace American 
production facilities, then we must be prepared for some major changes in 
Government and industry. 

With this testimony, I have tried to give you a picture of how the average 
American businessman thinks with respect to international trade, and I have 
tried to give you my opinions of the changes that are occurring and the impact 
of them on the United States, and insofar as possible, I have tried to stay away 
from suggestions for corrective measures. If you want my opinions on these 
points, I will be glad to discuss them with you. I hope that my testimony will be 
of help to you in completing the studies that you are undertaking. 


Senator SparKMAN. Our next witness is Stanley Ruttenberg, di- 
rector of research, AFL-CIO. 

Mr. Ruttenberg, for the record will you state the name of your 
associate ? 
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STATEMENTS OF STANLEY H. RUTTENBERG, DIRECTOR OF RE- 


SEARCH, AND BERT SEIDMAN, ECONOMIST, RESEARCH DEPART- 
MENT, AFL-CIO 


Mr. Rurrenserc. My name is Stanley H. Ruttenberg, director of 
research of the American Federation of Labor and Congress of Indus- 
trial Organizations, and I have an associate of mine with me, Mr. Bert 
Seidman, economist in the research department. 

Mr. Chairman, I have prépared a few remarks which are, in broad 
general outline, the kind of things which I -would like to discuss 
with the committee. If I might, | would like to read just the first 
page, which is a summary of them, and then elaborate a little on each 
of the points. 

Senator SpaRKMAN. Very good. The statement in full will be 
printed in the record at the end of your presentation. 

Mr. Rurrenserc. United States private foreign investment is an 
integral part of overall foreign economic policy. The effects on the 
interests of the United States and the free world depend on our ability 
as a nation to fit such investment into a successful program of inter- 
national economic development. 

My discussion here today will be predicated on six basic assump- 
ote 

Private and public investment is essential for the development 
and industralization of many nations. 

The channels of trade between the free nations of the world must 
be ee open. 

3. The lifeblood of many nations depends upon this continued 
ability to trade in the world market. 

4. The efficiency resulting from foreign investments in modern 
technology must provide fair labor standards that reflect the produc- 
tivity of the industries and the national economies. 

). U.S. industries, workers, and communities must not be adversely 
ale ted by U.S. commercial trade policy. 

The United States must propose a liberal trade policy, not one 
Pha oe to restrict the sale of foreign goods in the U.S. market. 

U.S. private foreign investments must be harmonized with these 
policies if international trade among the free nations of the world 
is to be continued and improved. If, however, the United States fails 
to adopt the appropriate programs, foreign investment will not only 
be disadvantageous to the United States but to the recipient country 
as well. 

Mr, Chairman, with that general introduction to what I want to say, 
let me point out first that for eign investments in European countries, 
or in the advanced nations of the world as they are referred to, can be 
and will be advantageous to the United States under certain cireum- 
stances. 

As we know, and it has been mentioned by Mr. Cross and in some 
of the cross-examination by the committee, the European Common 
Market is developing in Europe, at least for those six countries, a kind 
of internal situation similar to that which exists between the 48, 49, 
or now 50 States of the United States. There will eventually be 
no barriers to trade. 
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- This is to be the ultimate objective of the Common Market within 
[- itself, the Big Six. 
They will adopt, as Senator Proxmire brought out, a common 
external tariff not to exceed the average of the existing tariffs of the 
of six countries. 
a Eventually it is hoped that these tariffs, the common external tariffs 
rt on various items, will be further reduced beyond what is the average. 

But initially the objective is not to exe eed the aver age of the six 
id countries. 
as Now, U.S. foreign investment in these countries will be helpful in de- 
ot alas and expanding the integration of these six countries, en- 
sh larging their national incomes and “their gross product, and increasing 

the ability of their peoples to buy products i in the world market. This 
he is all to the good. 

But—and here is the important “but”: There are two important 
n “buts,” that I want to make—I do not want to say that we should 
* restrict Investments in these countries, but rather that we should 
ks pursue policies designed to accomplish two things or kill two birds 
oe with one stone. 
| First of all, if the Common Market countries do move in the direc- 
p- tion of protecting their internal markets from external trade, then 

foreign investments in these countries will be disadvantageous not 
~ only to the United States or to the advanced countries investing there 
but to those rec ipient countries themselves. 
- Therefore, it is important, as the U.S. Government moves in Sep- 
tember 1960 to begin negotiations with the Common Market. coun- 
od tries, for it to move in the direction of seeing to it that concessions are 
made by the Common Market countries to U.S. industries so that 
el as investments from the United States and Canada and elsewhere 
a expand the markets of the six countries, they will expand their de- 
mand for world trade. 
aly But if their demand for world trade is expanded in the framework 
' of a restrictionist policy on the part of the six countries, this can be 
a disadvantageous. 

So the first point I want to make is the tremendous need for the 
cnn United States to pursue a policy in connection with its negotiations 
rid in GATT—the General Agreement on Tariffs and Trade, which will 
ie commence with the Common Market countries in September 1960— 
niv of seeing to it that restrictionist policies are reduced and that the 
try channels of trade are opened by the further reduction of tariffs and 

, barriers. 

ay, Second, I think there is no question but that with the development 
ies, of modern technology and the efficiency of production, that in certain 
1 be kinds of industries in the Common Market countries it is possible to 
“ri produce some products at a cost less than they can be produced in the 
| United States. 

ne Now, when I talk about wages I do not restrict my discussion to 
aan wages alone. I think it is important to consider wages and the cost 
ind of fringe benefits. Not only should they be considered as they are 
| in the United States where the cost of fringe benefits is borne ex- 


49, 
- be 







clusively by the employer, in the main although we do have unem- 
ployment compensation, workmen’s compensation, OASI, and the 
like, but as they are in Europe. There, a great many of the additional 
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fringe benefits, which are borne by the employers in the United States, 
are borne by the governments in Europe. 

Therefore, when one considers total labor costs, one must consider 
not only the cost to the employers which go directly to the workers but 
the costs that the employers lay out, whether it be for Government 
programs or private employer programs. 

Then these total costs must be related to the productive efficiency of 
the particular industry so that one comes out with the differential of 
wage costs between Germany and the United States. 

Take, for example, the machine pool industry—I do not know the 
exact figures, but an average wage, maybe 80 cents an hour in Germany 
in machine tools and maybe an average of $2 and 20, 30, 40, 50 cents an 
hour in this country. That is not the: comparison to make. You must 
add to both these figures the cost fringe benefits. Then after getting 
the total costs one must then compare the productivity of the industries 
to see what the unit labor costs are. 

There are certain specific instances in which these unit labor costs, 
computed with productivity allowances and so forth are less in certain 
of the European Common Market countries. In those instances, and 
in instances throughout the rest of the world, I would like to advance 
the notion which I think the Congress of the United States, and the 
Government of the United States in the executive branch must begin 
to give very serious consideration. That is the problem of development 
of international fair labor standards between nations. This is to be 
done through the structure and the negotiations of GATT, the Gen- 
eral Agreement on Tariffs and Trade. 

I think that if this is accomplished, a lot can be done to alleviate 
much of the difficulty which might be temporarily complained about 
now. 

Let me make one further point in this connection, because I think 
it is pertinent to this discussion and also to some of the things which 
Mr. Cross said this morning. I would like to do it in the form of a 
prediction, because I think it might dramatize the issue. 

I would predict that 5 years from now the problem of the United 
States will not be worry and fear about the tremendous competition 
from tractors or farm implements or automobiles or sewing machines 
which are being imported from European countries, but it will be a 
reverse problem. It will be a problem of complaints from our allies, 
England, France, Germany, and Italy, that because America has be- 
come highly competitive in these products we are denying these 
countries their ability to earn dollars in the American market. 

I predict that this will be the problem 5 years from now rather than 
the problem we are discussing today, of what we do about foreign in- 
vestments that are producing products overseas that are competitive 
with American products. 

Let me give you one example in this connection. 

The president. of Singer Sewing Machine Co. recently analyzed what 
was happening in the sewing- machine industry. If I understand his 
statements, which I read in the New York Times, and if they are 
accurate, here is a picture of what is happening there: 

In the middle 1950's or early 1950’s Italy developed a very excellent 
sewing machine called the Necchi, and Germany and Switzerland de- 
veloped the Pfaf and the Elna machines. These were automatic 
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zigzag, multiple-stitch sewing machines which competed in the Amer- 
ican. market quite successfully with the American machine made by 
Singer and other companies, because, in the main, no American com- 
pany had an automatic zigzag, multiple-stitch machine. 

As a result, an increased number of sewing machines 
80,000 units a year were imported into the United States. 

While this was happening, Singer Sewing Machine Co.—the work- 
ers, the unions, yes, and the employers and the industry—were com- 
plaining to the American Tariff Commission about this tremendous 
import competition from sewing machines. 

Now, what has happened? As I understand it, Singer has finally 
done some research, after 75 long years of using the same machine tools 
and dies to produce the same sewing machine. The only thing they 
had done to that sewing machine up until a few years ago was to in- 
stall an electric motor instead of a foot pedal. But the basic structure 
of the machine remained the same for 75 years, to the extent that they 
used the same tools and dies to produce it. 

But in the last few years, because of the Necchi and the Pfaf and 
the Elna machines coming into this country, Singer proceeded to do 
some research and development. As a result they now have on the 
market a highly competitive machine. 

As a result, imports from Italy, Germany, and Switzerland, the 
main producers of sewing machines, have dropped to less than half 
of what they were at the peak. As a result, the Necchi Co. of Italy 
is complaining that the United States has stolen its market. 

I predict that the same thing will happen in terms of the diesel 
tractor, particularly the small diesel engine which America has never 
produced. We have never produced a small diesel tractor—a small 
diesel engine on a tractor—which Europe has developed quite suc- 
cessfully. 

We will develop such an engine, and when we do we will be 
competitive. 

I have faith in the American competitive free enterprise system. 

I think the same will happen with the automobile. 

The proof of the pudding lies in the fact that tremendous invest- 
ments are now being made by American companies in the United 
States in the production of smaller cars. Frankly, I do not think 
the cars that will be turned out in 1960 will be small enough to com- 
pete with the Fiat of Italy or the Volkswagen of Germany or the 
British Ford Consul or the Anglia of England. But I predict that 
within 3 or 4 years, when the American industry realizes that perhaps 
the small car that is put out will not be highly competitive with the 
Volkswagen and Fiat, they will come up with an even smaller car. 
At that point we will have a repetition of what has happened, it seems 
to me, in the sewing machine industry. 

But this does not obviate, Mr. Chairman, the need for doing two 
things: ; 

One which I have already mentioned is the concept of fair labor 
standards, which I would be glad to elaborate upon if we had more 
time. Fair labor standards in terms of this country’s tariff negotia- 
tions through GATT, would actively pursue a policy of raising the 
standards of workers throughout the world through tariff negotiations. 
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But then, in addition, it seems to me, as imports into the United 
States cause, as inevitably they have in the past and will in the future, 
injury to specific American industries, the United States must be 
prepared with a program to help the industry, to help the workers, 
and to help the communities that are affected by these imports to 
adjust to the new competitive situations. 

Senator Williams of New Jersey, while he was a Congressman, 
along with the late Congressman Eberharter of Pennsylvania, intro- 
duced the first bill in this area. This bill has been considered from 
time to time, not too favorably, however, by the Ways and Means 
Committee. It has been discussed on the Senate floor and has been 
an amendment attached to the extension act of the Reciprocal Trade 
Agreements Act last year by Senator Humphrey and I think Senator 
Kennedy of Massachusetts. However, it was taken out in joint con- 
ference with the House. 

But I think this is a step in the direction of helping American in- 
dustry adjust to the problem of foreign competition. 

I say quite frankly that we have two almost diametrically opposed 
»xroblems which somehow have to be resolved to the advantage of 
both sides. This is a very difficult task, but I think unless it is “done 
we will move in a reverse position toward more protectionism and 
more restrictionism in the United States than we should have or that 
is in the best interests of the United States. 

These two diametrically opposed problems are, as I stated on my 
six basic assumptions, first, the channels of trade in the world must 
be kept open, and, second, there must not be injury of great extent 
to American industry and workers. 

We ought to resolve the latter problem so that we can maintain the 
channels of trade open. But unless we resolve the latter problem 
we will move into a restrictionist position. 

Now, so much for these two programs of trade adjustment and 
international labor standards. 

I want to discuss briefly, Mr. Chairman, the problem of foreign 
investments as such. 

There is before the Congress of the United States, now before the 
Ways and Means Committee—as a matter of fact, the committee just 
closed its hearings last week—a bill, H.R. 5 better known as the 
Boggs bill, which would grant incentives to American corporations 
to invest overseas. I would, if it is agreeable with the chairman, like 
to insert into the record a copy of the statement which we, the AFL— 
CIO submitted to the Ways and Means Committee last week in 
opposition t to this bill. 

Senator SparRKMAN. Without objection, that will be inserted. 

(The statement referred to follows :) 


STATEMENT BY STANLEY H. RUTTENBERG, DIRECTOR OF RESEARCH, AFL-CIO, 
PRESENTED TO THE SUBCOMMITTEE ON FOREIGN TRADE OF THE HousE Ways 
AND MEANS COMMITTEE ON H.R. 5 


The AFL-CIO has consistently supported efforts to encourage U.S. private 
investment abroad within the context of economic and political realties. H.R. 5 
states that it is designed to accomplish three main goals: “to encourage private 
investment abroad,” “thereby promote American industry,” and “reduce Govern- 
ment expenditures for foreign economic assistance.” Economic and political 
realities, however, indicate that, in its present form, it might accomplish the 
first of these aims in such a way that the other two goals could not be realized. 
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Despite its stated objectives, therefore, H.R. 5 fails to provide incentives to en- 
courage the kind of investment or achieve the kind of results most essential 
to the well-being of the free world. Instead, this bill would merely continue 
and expand the current pattern of U.S. private capital movements overseas—a 
pattern already disproportionately shaped in favor of the larger corporations, 
of developed nations, and of the extractive industries, and away from the 
crying needs of the underdeveloped nations of the world for industrialization. 
The latter nations need and receive the most U.S. foreign economic aid. Since 
the bill would not aid them enough, it could not reduce foreign-aid commitments. 
In fact, servicing the investment in developed countries would ultimately become 
increasingly expensive. Because of these and other effects, we urge that H.R. 5 
not be reported favorably by the Ways and Means Committee to the House of 
Representatives. 


TO ENCOURAGE PRIVATE INVESTMENT ABROAD 


The implication of this broad objective is that any movement of private capital 
overseas will enhance the U.S. goals and help solve international problems. 
World conditions at this time make such broad and sweeping generalities 
unrealistic. There is a dearth of U.S. private capital in those countries with the 
greatest need, the underdeveloped nations of Africa and Asia, and the non- 
extractive industries of Latin America. The capital which does flow to such 
countries is often invested solely to extract natural resources without developing 
or industrializing the economies of the underdeveloped lands. 

The provisions to accomplish this aim are therefore too broad in scope. It 
is our view that private foreign investment by U.S. companies should be encour- 
aged and facilitated, but at this time, such encouragement should be directed 
to those places where the need is most desperate. 

The picture of recent capital movements illustrates the pattern which would 
be continued unless specific provisions for specific direction of the funds were 
included. Since 1950, the amount of U.S. private foreign investment has more 
than doubled—from about $12 billion to over $25 billion in 1957, the latest figures 
I have available. But the nations most urgently in need of economic develop- 
ment, the Afro-Asian nations, have received the smallest part of this investment. 
Over two thirds goes to Canada and Latin America. Of the remaining third, 
only about $100 million annually finds its way to the Afro-Asian nations. Of the 
total $25.2 billion, 33 percent is in Canada, 35 percent in Latin America, and 
another 16 percent in Western Europe. Only 12 percent is invested in other 
parts of the world. 

Nor is it enough just to look at the location of the investment: the kind of in- 
vestment is equally important. The underdeveloped countries of the world 
need to build strong economies and to industrialize, if they are to become suffi- 
ciently strong to maintain a place among the free nations of the world. Yet 
two-fifths, 40 percent of all U.S. private foreign investment, is in petroleum 
and extractive industries. Less than a third, $8 billion, is invested in manu- 
facturing. Only 8 percent of that $8 billion is invested outside Canada, Western 
Europe, and Latin America. 

Nothing in H.R. 5 would change this pattern. In fact, by extending the 
Western Hemisphere Trade Corporation to the rest of the world and by creating 
the Foreign Business Corporation to defer U.S. taxes on income earned abroad 
until such income is returned to the United States, the bill merely gives a blanket 
endorsement for capital to continue to move, as it has in the past, to the more 
advanced nations of the world, to the petroleum and extractive industries of 
various nations. Suppose, in the next decade U.S. private foreign investment 
doubles once again—will the Afro-Asian nations’ share of $200 million annually 
seem reasonable or will they have sought enough help elsewhere so that U.S. 
investments or interests will no longer matter? 


TO REDUCE GOVERNMENT EXPENDITURES FOR FOREIGN ECONOMIC ASSISTANCE 


The assumption that tax incentives to extend all private investment would 
reduce Government spending for foreign economic assistance is therefore 
erroneous. Since, as we have seen, the investment will not go to the countries 
where the need for aid is greatest or to the kinds of development most pro- 


ductive of viable economies, the goal of reducing foreign aid expenditures is 
deceptive. 
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Equally important, it ignores major reasons for the reluctance of investors to 
place private capital in underdeveloped nations. Tax incentives in themselves 
will not be sufficient inducements, and may not even be necessary if other actions 
are taken. 

Private capital requires protection against confiscation and ability to convert 
earnings back to U.S. dollars before it will move to other lands. Nor will private 
capital move to areas where transportation, power, education, and training of 
workers, and other facilities are so deficient that private investment would not 
be worth while. Private funds have not and cannot adequately develop these 
facilities. To get the necessary private funds in these areas, to reduce foreign 
aid problems in the future, it is essential that the Development Loan Fund be 
extended and that an International Development Association, along the lines 
suggested by Senator Monroney and President Eisenhower, be established. Tax 
incentives are not the first or even a primary need for the purpose stated in this 
bill. 

What is really needed is specific encouragement of investment in the processing 
of the extracted raw materials into finished and semifinished products for local 
consumption. This integrated processing of products by local populations— 
from extraction, to manufacturing, to marketing, to merchandising—is the 
kind of integrated investment not now present. Certainly it would not be 
brought about with the passage of H.R. 5. But this very kind of integrated 
investment would help to industrialize the have-not nations and to improve 
their standard of living, to make their economies strong enough to withstand 
political pressures so destructive of the free world’s needs and purposes. 

For these reasons we oppose the creation of the Foreign Business Corpora- 
tion, as well as the International Trade Corporations. Their blanket incentives 
to all types of corporations for any kind of investment—willy-nilly in any 
part of the world—will not solve the urgent needs of this time in the context 
of present economic realities. In fact, a continued disproportionate movement 
of U.S. private capital could have unfortunate political effects as the have- 
not nations witness the U.S. efforts to provide them with even less of a greater 
investment flow. 

If the Boggs bill, as H.R. 5 has been called, were reoriented to attempt to 
encourage investment in development projects essential to the industralization 
of less-developed nations, it would have the wholehearted support of the 
AFL-CIO. 


TO PROMOTE AMERICAN INDUSTRY 


As long as the bill remains in its present form, however, unless other legis- 
lation is enacted before its passage, the assumption that it would aid American 
industry is also erroneous. Because investment overseas will eventually come 
home to roost in terms of U.S. trade policy, H.R. 5 in its present form and 

-under present conditions, will create, rather than remove, international trade 
problems for the United States. 

Until the United States is prepared to extend its multilateral trade objectives 
with provisions for international fair labor standards and for a trade-adjustment 
program to avoid injury from the receipt of increasing quantities of imports, the 
Congress should not encourage stepped-up undirected U.S. foreign investments. 

In 1955, Dr. Roy Blough expressed clearly the fallacy of assuming. that mere 
encouragement of foreign investment will automatically be beneficial to the in- 
ternational trade position of the United States. In a paper presented to the 
Joint Economic Committee of the Congress on the question of the economic 
philosophy of foreign investment, Dr. Blough explained why a blanket increase 
of present kinds of foreign investment, such as this bill encourages, would not 
promote American industry, but would increase already difficult problems in 
terms of America’s international trade position : 

Dr. Blough explains, “ * * * an increase in private foreign investment would 
permit the United States to maintain a high level of exports while reducing its 
public grants and loans abroad and not increasing its imports. But this is a 
postponement, not a solution, of the international trade problem growing out of 
our position as a creditor nation. The postponement might be an extended one 
if the volume of annual foreign investment were to rise rapidly over a long 
period of years. Sooner or later, however, if the private foreign investments 
are to be serviced it will be necessary for this country either to supply the 
necessary dollars for servicing the private investment or to see its exports 
decreased.” [Emphasis supplied. ] 
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As the figures quoted earlier in this statement indicate, there is no question 
that U.S. foreign investment in manufacturing has taken place mainly in advanced 
countries with highly developed industries. There is also no question that these 
foreign industries, because of their efficiency, are highly competitive with 
American industries. If foreign investment is to be encouraged to promote 
this kind of new competitive industry in other nations, we must also be prepared 
to face the consequences and effects such competition will have on U.S. com- 
mercial trade policy. 

But the Congress of the United States has not adopted measures that will face 
this problem squarely. It has added restrictive measures to the Reciprocal 
Trade Agreement Act. These protective measures are designed to discourage 
imports, not to alleviate whatever problems are created by imports. It is con- 
traditory for the United States to move in the direction of granting U.S. corpo- 
rations tax incentives to invest in any type of business in any location the in- 
vestors find attractive while simultaneously moving in the direction of restrict- 
ing imports in our commercial trade policy. 

In order to keep the foreign investments profitable—in order to make the 
foreign investment meaningful—the United States will have to increase its 
imports and eventually reduce its exports. 

At this point, the U.S. Congress has not adopted an appropriate commercial 
trade policy to take care of problems from increased imports. The AFL-CIO 
had repeatedly asked the United States to include the concepts of international 
fair labor standards in its international trade policy. We have asked Congress 
to enact a Trade Adjustment Act to seek means of encouraging imports without 
injuring American industry and American jobs. But Congress has chosen only 
to permit steps to be taken to restrict imports when injury is threatened. This 
clearly jeopardizes the extension of multilateral trade. It also prevents the 
very rise in imports from other developed nations which increased foreign in- 
vestment of the type encouraged by H.R. 5 will necessitate. 

Until the Congress comes up with an appropriate commercial trade policy, 
therefore, any increase in foreign investment should be directed only to en- 
eouraging such investment in the underdeveloped countries of the world, so that 
such areas may become more highly industrialized. Any other approach would 
injure, not promote, both U.S. industry and the U.S. trade position among the 
nations of the free world. 

As the Assistant Secretary of Commerce, Henry Kearns, explained to this 
committee last December, “Our Nation’s private trade and investment in foreign 
countries are inseparable from its foreign economic policy which, in turn, is 
an integral part of our overall foreign policy.” 


CONCLUSION 


For these reasons, we recommend that this subcommittee and the Ways and 
Means Committee as a whole reject the Boggs bill, H.R. 5. We urge that serious 
consideration be given to developing a bill integrated into our overall foreign 
policy. Such a bill would create a climate that would help encourage foreign 
investment to reach the underdeveloped areas of the world, those most in need 
of the private capital this Nation has available to export. While many of the 
features of a desirable bill would not be within the province of this subcommittee 
or the Ways and Means Committee, any provisions should be written with rec- 
ognition of the need for— : 

(1) The prior expansion of the Development Loan Fund and the establishment 
of the International Development Association. 

(2) Extension of the concept of guarantees, in addition to those against con- 
fiscation, and assurance of convertibility, etc. 

(3) Improved international commercial policy, including— 

(a) The concept of international fair labor standards ; 
(b) The Trade Adjustment Act for alleviating import injuries. 

(4) Tax incentives designed to direct increased private capital movements to 
the less developed nations of the world for purposes that would improve the 
overall economic strength of those countries. 

Such legislation would have the support of the AFL-CIO and would further 
the interests of this Nation and the free world in a realistic manner. 


Mr. Rutrensera. I think the statement does spell out in some detail 
why we were opposed to the bill. However, I do want to bring before 
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this committee a couple of problems which relate to this issue and 
which, I am glad to say, I think the chairman has already referred to 
in one of his questions. 

Investment incentives and further tax incentives are not needed to 
get funds to move into the highly advanced nations of the world. This 
is not the issue. They will move there, as Mr. Cross has already 
testified. He is building a plant in Germany. 

But let me just say in connection with the wage discussion you 
had with Mr. Cross—and I do not want to really get into this—that 
one of the strongest and the largest unions in the world is the German 
metalworkers’ union. I daresay that if one is moving to Germany 
because of the advantage which he thinks may ensue as the result of 
the international wage level, again I predict that the metalworkers’ 
union of Germany will adjust that problem. Maybe not tomorrow, 
maybe not next year, but it will over a sufficient period of time, so 
that this ought to be an important consideration, if it is the sole reason 
for the company investing overseas. 

But I do not want to get into the collective bargaining situation. 
I would be glad to discuss the wage moratorium which Mr. Cross sug- 
gested, but I do not want to do that at this point. 

I think investments overseas ought to be made, as I think the chair- 
man has pointed out, more toward the less developed countries, the 
underdeveloped nations of the world. This is the great potential from 
two points of view: 

First, it is important from the point of view of helping these coun- 
tries in Asia and Africa industrialize, improve their own standards of 
living, and satisfy the great crying needs and wants of their people, 
through the free world and not through the Soviet Union. 

Therefore, foreign investments ought not be directed to move to the 
advanced nations of the world by giving tax incentives or other types 
of incentives for investments. 

Because, as I say, it is to the advantage of the less developed countries 
to develop. It is also to our advantage in terms of the free world 
and the peaceful pursuit of efforts on the part of the free world to 

- keep those countries out of the Communist orbit and in the orbit of the 
free world. And investments to the underdeveloped or less developed 
countries of the world are essential. 

But there is another important factor. These countries are also the 
great future potential markets of the advanced nations of the world, 
including the United States and Western Europe. 

To help those countries advance industrially will not only promote 
peace and keep them out of the hands of the Communist orbit, but 
will promote world markets for the industrialized, advanced nations 
of the world. 

Now let me in closing make one point in this connection and this 
will conclude the total points that I want to make. 

As we look at the less developed countries of the world, the im- 
portant consideration is, What will encourage private capital to move 
into Asia and Africa and, to a certain extent, certain parts of Latin 
America ? 

They mainly relate to the climate for investment. And what de- 
termines the climate? The availability of transportation facilities, 
the availability of electric power and utility facilities, the avail- 
ability of trained and skilled workers to be employed in their in- 
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dustrial plants, the availability of guarantees against confiscation of 
their property or expropriation by the government, and guarantees 
permitting the convertibility of their earnings into American dollars. 
These are the things. 

The Development Loan Fund of the United States, which was 
debated at great length in the Senate, of course is not the jurisdiction 
particularly of this committee. But it is the jurisdiction of some 
of the members of this committee who are also members of the 
Foreign Affairs Committee and certainly it is the jiirisdiction of the 
Members of the Senate. 

The Development Loan Fund is an effort to get public investments, 
to develop the climate that will permit private investment to flow 
into these countries. 

Therefore, I would urge that the Development Loan Fund concept 
ought to be expanded as well as it ought to be made multilaterial into 
what Senator Monroney and President Eisenhower recently advocated 
to the Colombo Plan nations that were meeting out in Seattle—a pro- 
gram called the “International Development Association.” 

Senator SparkMAN. Mr. Ruttenberg, may I interrupt just a minute? 
A message has come that there is a live quorum call. We do not 
have to go immediately but I think it might be well to shape your 
remarks toward a conclusion, or else we can come back after the 
quorum. 

Go right ahead. 

Mr. Rurrensenrc. I will conclude my remarks in about 1 minute. 

The International Development Loan Association, which is an 
extension on a multilateral basis of the Development Loan Fund of 
the United States, ought to be developed and ought to encourage the 
flow not only of American capital to create the resources of the De- 
velopment Association, but, shove all, it also onght to get Germany 
and England and France and Italy and the other European nations 
that are now building up gold reserves, gold moving out of the 
United States into these countries, involved. ‘These reserves ought to 
be moved in as capital for a Development Loan Association. 

As you get these public funds developing the facilities, private 
capital will move. That ought to be the direction in which we move 
private capital. 

I might conclude by saying that is therefore not to the advantage 
of the United States to be encouraging private capital to move to the 
already advanced nations of the world. It would be to our greater 
advantage, in terms of our own profits and markets and employment 
situation, to encourage these private investments to flow to the less 
developed countries of the world. 

Thank you, Mr. Chairman, 

(The complete text of Mr. Ruttenberg’s statement follows:) 


STATEMENT OF STANLEY H. RUTTENBERG, DrrReEcTOR OF RESEARCH, AFL-CIO 


U.S. private foreign investment is an integral part of overall foreign eco- 
nomic policy. The effects on the interests of the United States and the free 
world depend on our ability as a nation to fit such investment into a success- 
ful program of international economic development. 

My discussion is predicted on six basic assumptions : 

(1) Private and public investment is essential for the development and in- 
dustrialization of many nations. 
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(2) The channels of trade between the free nations of the world must be 
kept open. 

(3) The lifeblood of many nations depends upon this continued ability to 
trade in the world market. 

(4) The efficiency resulting from foreign investments in modern technology 
must provide fair labor standards that reflect the productivity of the industries 
and the national economies. 

(>) U.S. industries, workers, and communities must not be adversely affected 
by U.S. commercial trade policy. 

(6) The United States must propose a liberal trade policy; not one designed 
to restrict the sale of foreign goods in the U.S. market. 

U.S. private foreign investments must be harmonized with these policies if 
international trade among the free nations of the world is to be continued and 
improved. If, however, the United States fails to adopt appropriate pro- 
grams, the foreign investment will not only be disadvantageous to the United 
States but to the recipient country as well. 


INVESTMENT IN ADVANCED NATIONS 


Viewed in the context of these assumptions, U.S. private foreign investment 
in the advanced nations of the world can work to our advantage and to the 
well-being of the entire free world. Increased investments can mean expand- 
ing, integrated economies, the opening of markets for world products. Cer- 
tainly, investment in Western Europe, particularly in the Common Market coun- 
tries, can benefit everyone if the other nations join us in an effort to remove 
restrictions to trade. If, however, the Common Market countries retain or 
heighten their present tariff walls, long-run benefits from investment there can- 
not develop. The effects of U.S. private foreign investment in those countries 
therefore will in some measure depend on the result of neXt year’s negotiations 
between the United States and the six countries of the European Common Mar- 
ket through the General Agreement on Tariffs and Trade. If these negotiations 
result in reducing restrictions to trade barriers, some progress toward the long- 
run benefits of investments there can be achieved. 


SHORTRUN PROBLEMS 


The United States must adopt policies to take care of the problems caused 
by imports from these nations. American capital has been invested in modern 
technology to produce goods that are highly competitive with U.S. products. 
The United States must enact a trade adjustment program to assist industries, 
communities and workers affected by import competition. As a nation we must 
also move toward adopting a program of international fair labor standards to 
keep the channels of international trade open. The acceptance and the carry- 
ing out of these two programs would help materially in avoiding undue injuries 
to domestic industries and workers. Instead, the United States has taken a 
shortsighted, shortrun restrictive road—and put up more blocks to the outlets 
for these nations on the fallacious assumption that sueh measures will protect 
American industry and workers. 

I predict that within 5 years, U.S. trade problems will change direction, as 
many of the industries now used as examples of the need for these short-sighted 
policies will have developed effective competition with their foreign counter- 
parts. By then, the American automobile manufacturers will have developed 
cars that compete successfully with European cars, and the ingenuity of other 
American manufacturers will create other successfully competitive products. 
U.S. small diesel motors for tractors will be produced to compete with imported 
products. Already developments in the sewing machine industry give ample 
support to such a prediction. 

At that point, complaints from European manufacturers where U.S. capital 
has been invested in modern technology will decry the loss of their dollar earn- 
ing capacity. U.S. manufacturers of products for export to these nations will 
complain about the shortage of U.S. dollars abroad. Let those who think re- 
strictive trade policies can answer our trade problems explain what should be 
done at that point. 

Investments in foreign advanced countries will suffer, not because the invest- 
ment itself produced good or bad effects, but because American trade policies 
and those of other nations pursued erroneous restrictions and because other 
markets in the world had not been opened. 
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American workers and industries will also suffer, as markets for American 
products abroad are hampered by a lack of dollars to buy our goods. 


INVESTMENTS IN LESS-INDUSTRIALIZED NATIONS 


Obviously, therefore, more should be done to expand and industrialize the 
economies of the less developed nations in Asia and Africa, to say nothing of 
Latin America. Not only would this be an advantage to these countries, but it 
would create additional world markets and alternative routes for the trade of 
the advanced nations. U.S. private foreign investment, therefore, should be 
directed, as much as possible, toward those nations now receiving the smallest 
percentage of U.S. private capital investments. 

As the AFL-CIO statement on H.R. 5, submitted to the House Ways and 
Means Committee on July 10, explains in detail, these nations’ crying needs 
have not been satisfied by the doubling of overall U.S. private foreign invest- 
ments since 1950. They will not be satisfied merely by blanket encouragement 
of the present uneven directions of U.S. capital movements overseas. 

But without creation of adequate facilities, such as transportation, power, 
water supply, and trained labor force, private capital will not move where it 
is most needed. The United States must make an effort to see to it that public 
funds are available through the Development Loan Fund of the United States. 
In addition, the establishment of an International Development Association 
would go a long way toward aiding the less developed nations. This is not a 
job for the United States alone. Other advanced nations must recognize the 
role the International Development Association can play in spurring industrializa- 
tion of the lands that must be the markets of tomorrow. Private capital must 
then move in to create viable economies which will absorb products of other 
nations and create products of their own. The multiplicity of trade avenues 
will then obviate the bottlenecks in the U.S. market and the stoppages in the trade 
flow among other advanced nations. 

Increased private investment, within the contexts discussed here, will con- 
tribute to the improvement of the employment, profits, and markets of the na- 
tions of the world. 


Senator Proxmrre. Senator Frear? 

Senator Frear. Iam afraid I cannot ask my questions in a very short 
period of time. However, I appreciate your testimony. I think it 
was very concise and understandable. 

I am not quite sure that I understood your inference on GATT and 
why you want GATT to handle the problems that in my opinion in- 
dustry could better handle themselves. 

Why do we want to tie up through GATT, a trade organization, 
something that has to do with private industry ? 

Mr. Rurrenpera. Well, Senator Frear, let me clear up what I think 
is a misunderstanding of what I said. 

What I would like to see GATT do—what I think it is GATT’s re- 
sponsibility to do—because the 6 Common Market countries are part 
of GATT, as is the United States and some 30 other nations—is to see 
that the barriers to trade are removed, or reduced to the greatest 

ossible extent, so that the greatly expanded economies of the Common 
farket countries will permit them to absorb products from the rest 
of the world. This cannot be done if the barriers to trade remain high. 

No individual employer, no individual private enterprise can in 
itself negotiate with the Government to reduce its tariffs. This must 
be done through some multilateral trading organizations, and this is 
the responsibility of GATT. 

It is to that extent that I was using the GATT example. 

Senator Frear. I think I understand. 

In the operation of GATT, in my opinion, however, the major part 
of the concessions has been made by this Government. We have in- 
sisted on multilateral agreements, I believe, in many instances where 
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bilateral ones could have been made to the advantage of this country, 
both to industry and labor. We have failed to take advant: age of it, 
and we have insisted on multilateral agreements, and we have ‘insisted 
on giving much more, in my opinion, than we have gotten in the way 
of concessions. 

If GATT is going to continue to operate under the same conditions 
and with the same policy and principle and theory behind it, I hardly 
understand how it is going to increase trade. 

Mr. Rurrenserc. Well, of course, we could get into a long discus- 
sion, could we not, about whether GATT has been successful or not ? 

Senator Frear. I could probably be educated a bit. 

Mr. Rurrenserc. I think we could all be educated on this factor, 
Senator, including myself. 

But both Mr. Seidman and myself have on different occasions been 
advisers to the U.S. delegations to GATT meetings in Geneva. It 
has certainly been my conviction, having attended those GATT 
sessions, to observe that the U.S. negotiators are pretty shrewd traders. 

lf you carefully examine the various agreements which we have 
negotiated with each of the individual countries, which later becomes 
a multilateral agreement, you will find that we extract, for every 
concession We grant, quite a similar concession from them. 

Now, I am not so sure that over the long run this should be the 
sole and exclusive policy of the United States. I think at some point 
we might approach it from a different point of view. But we do get 
reciprocity just as the Reciprocal Trade Agreements Act requires now. 

It ought to be clear, of course, that GATT is nothing more than the 
instrument through which we negotiate with the author: ity given to the 
United States by he Congress of the United States in the form of the 
Reciprocal Trade Agreements Act. And we do not as a nation—I 
am confident of this—extend our negotiations beyond the point of the 
authority given to the Government by the Congress of the United 
States. And this is important. 

Senator a REAR. I do not know that you go beyond the bounds of 
authority. I do not mean to indicate that at all. And I agree with 
you that we have had some shrewd people on our teams. 

But if I understand correctly the concessions that we have made, 
and [ am certainly no student in this field, as against what we have 
been given, apparently the opposition has had some equally shrewd 
people or some a bit shrewder than ours. 

Mr. Rutrrenserc. Well, of course—— 

Senator Frear. I want to get on to the Development Loan Fund. 
We can go into GATT sometime when you have nothing to do and 

vant to come up here and talk about that, not for the record. There 
are a few points that I would like to have cleared up. You are ex- 
perienced in the fields of trade and world agreements. I think I 
could learn a great deal, sir. 

I am saying that sincerely. I mean it. 

Mr. Routrenserc. I am sure it would be reciprocal, Senator. 

Senator Frear. I do have a lot of questions or a lot of thoughts in 
mind about the DLF and the International Development Association, 
or IDA as it may be called, as well as our foreign trade. But I guess 
we are going to have to leave, sir, so, with reluctance, I give up this 
questioning. 





ie 


;in 
ion, 
1ess 
this 


U.S. PRIVATE FOREIGN INVESTMENT 51 


Senator SpARKMAN. Senator Proxmire? 

Senator Proxmire. Mr. Ruttenberg, the burden of Mr. Cross’ state- 
ment was that labor costs constitute the principal disadvantage to 
our industries. The favorable labor costs in Europe, for example, as 
compared with this country. 

You indicated in the course of your testimony that it would be 
disadvantageous for American private capital to invest abroad in the 
Common Mar ket area, at least 1f the Common Market area followed 
a policy of increasing their tariffs, if they became protectionist. 

If Mr. Cross is correct on machine tools, and I thought he made a 

very good case in that regard—he obviously knows his “business thor- 
oughly and the labor differential is infinitely more important, why 
would it be disadvantageous for American private capital to invest 
abroad in areas like the Common Market to the extent that there is this 
decisive advantage for them as compared with us, recognizing by 
labor cost not just the wage rates but the total labor cost that you so 
well described ¢ 

Mr. Rurrensera. I was, I must admit, quite shocked as I sat in the 
back of the room listening to Mr. Cross describe the machine tool 
industry and_ the electric turbine industry as high labor content 
industries. This is not one’s definition of a high labor content 
industry. 

The textile industry, the ladies’ garment industry, the clothing 
industry are more highly labor content industries than is the machine 
tool industry. 

Senator Proxmire. What is the average labor content? He used 
a figure of 40 percent. Do you have any figure that might be—— 

Mr. Rurrenserc. That is 40 percent on the sales doilar. I do not 
like to make these kind of comparisons. I think what we have to do 
is set down what the total costs of production are and’ what is the 
percentage of labor costs to the total cost of production. I think this 
is closer to the neighborhood of 25 percent on the average through 
industry than it is to any other figure that one could come up with. 

On the subject of the labor factor, the electric turbine contracts that 
have been awarded to, say, Parsons Electric Co. of England, were 
mentioned earlier. I think it ought to be made clear that the bid by 
the U.S. ¢ and I say the “bid” although they were indi- 
vidual bids by pert companies which were almost identical so it 

was really a bid and not bids by Westinghouse, General Electric, and 
others, identical bids within a few cents—that the differential between 
those American company bids and the European bid, Parsons Electric 
of England, was in the neighborhood of $6 million—the differential 
without allowi ing for tariff. 

When you add the tariffs, there is another million or so, so the dif- 
ferential was about $5 million—I think about $5.2 million or $5.3 
million. 

Now this is the differential. But the total labor bill was estimated 
by TVA, who granted the contract, to be $3.5 million. So that in the 
electric turbogenerator contract with Parsons Electric 

Senator Proxame. The total contract was how much and the labor 

was how much ¢ 

Mr. Rutrensere. The total contract was in the neighborhood of, 
as far as the American bid, about $17 million. The European bid was 
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about $12 million including tariffs. So there was a differential of 
about $5 million in the bid. 

Of the total contract, the labor content was $3.5 million. If the 
workers were to receive zero wages in these turbogenerator contracts, 
there would still have been a $1.5 million differential in the price. 

Senator Proxmire. Yes, but are you talking about the total labor 
content or are you talking about the labor content for, say, Allis 
Chalmers, which I think was involved in this particular case ? 

Mr. Rurrenserc. Well, in this instance I am using the turbogenera- 
tor contract to indicate what the total labor content was in that 
contract. 

Senator Proxmire. Direct labor? 

Mr. RurrenserG. Direct labor of $3.5 million of the total $17 mil- 
lion U.S. bid or the $12 million foreign bid. 

Senator Proxmire. Is it not fair to say many of the other costs 
were ultimately labor costs? 

Mr. Rutrrenserc. No, I think 

Senator Proxmire. Well, then, suppose you give me as quickly as 
you can the makeup of this nonlabor segment. 

Mr. Rurrenserc. Well, you have material costs. 

Senator Proxmire. Raw materials? 

Mr. Rurrenserc. Of course, part of this cost is the labor that goes 
into the production of the raw materials. But the raw materials 
constitute a substantial part of the price. 

Certainly the depreciation on the plant and equipment is part of 
the costs of production, the research and 

Senator Proxmire. There again the labor went into the value of 
the machinery and the plant and so forth being depreciated. 

Mr. Rurrensere. Labor went into this, yes. Labor went into the 
research and development which went into the development, say, of 
the machine, which reduces the labor content substantially by having 
qutomatic windings on these turbogenerators which years ago used to 
be done by hand in part. 

But the only point I am making is that on the contract itself if we 
were to have eliminated the total wage bill there would still have been 
a differential of a million and a half dollars in the cost of the contract 
between the European and the American bidder. 

Maybe this came about through the pricing policies and the profit 
policies of the American companies. Policies which do not want to 
permit any reduction or any alteration in the price for a foreign prod- 
uct to compete abroad. This would mean they would have to reduce 
their price for domestic products and they would have to reduce the 
profits they took. Consequently they just were not adequately pre- 
pared to move into competition with the foreign producers. 

Senator Proxmire. Yes, but Mr. Cross’ problem was not only the 
wage rates of the people hired by his company but the wage rates of 
the people hired by the steel companies, for example, where he buys 
steel. The wage rates are part of the price he has to pay for steel. 

So that the overall cost in this country as compared with Europe 
might be, because of increased labor costs, decisively higher. Is that 
not possible ? 

Mr. Rorrenserc. But I think, Senator Proxmire, you have got to 
take into consideration the fact that when you are producing—let’s 
stick to electric turbogenerators—you have all the materials present. 
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You have all the machinery and the plant available that is necessary 
to wind the generator. You have all of the copper and all the other 
items that go into it. Now, you have got to wind together, in the 
context of the contract, the appropriate size generator. 

Now, what labor is used to produce that generator? You have 
already considered in the material costs the labor costs on the materials 
side. You have already considered the depreciation of plant and 
equipment—the labor costs that went into the construction of that 
plant as well as into the construction of the machinery. That has 
already been taken into consideration. 

You are now concerned with what is the total cost of this contract. 
It is $12 million to the British company, and the labor that went into 
this was a quarter of it, $3.5 million. And this was not the basis 
of the differential. 

Senator Proxmire. Now let me move into something else very 
briefly. 

What do you have to back up your prediction, which I think is 
startling and dramatic and a very helpful way to indicate it, that 
we are not going to continue necessarily in the direction we have been 
moving? What do you have to back up your prediction that it is 
going to be the European Market that is going to be discommoded 
and inconvenienced and concerned about our competition rather than 
vice versa ? 

I thought you gave a dramatic example in the Singer sewing ma- 
chine, but it was only one example. 

It seems to me at least in Europe there is this decisive wage differ- 
ential advantage. They have great sources of skilled labor, skilled 
labor pools. They have all sorts of other research traditions and 
so forth that would suggest that perhaps they are going to continue 
their advantage for some time. 

Do you have anything other than this very excellent example you 
gave us? 

Also consider the fact that there is no indication that I have seen 
that we are expanding or increasing our research, which was the 
answer on the Singer sewing machine. 

Mr. Rurrensera. Well, I think that there are three reasons why 
I make this prediction. 

One is the Singer sewing machine example. 

The second is a privileged conversation which I had with a very 
good friend of mine who works for a farm-implement company. He 
pointed out to me that as far as a small diesel engine on a tractor or 
a farm implement is concerned the United States has never moved into 
this area. We have good big diesels which we use on our over-the-road 
trucks, and big power movers, and what not, but we have never devel- 
oped a small, compact diesel engine. 

He tells me that until we do that Massey-Ferguson and others are 
importing these small tractors. Ford is doing it. But there are 
now developments on the drawing boards in the United States which 
look toward the development of a competitive small diesel engine. 
When we do get that competitive small diesel engine we will be 
able to compete with the tractors which are now being imported. 
I think this is in the cards. This is what is going to happen. 
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Just look at the tremendous expenditure, and it is tremendous 
for research and development in the United States over the last 5 
years, ever since the passage of the 1954 tax laws which gave an 
advantage to invest in research and development. 

The third reason I say this is: Look at the automobile industry 
itself. Look at the money that is being invested in order to try and 
compete with the foreign automobile. The Lark and the Rambler 
have been doing it, the Lark for 1 year, the Rambler for 2 years. 
Next year a General Motors and a Chrysler and a Ford product 
will come to the market. They have spent tremendous money. For 
what? To permit Europe to outsell us? No. To build a product 
in America that will compete with the foreign import. 

Now, as I said, I do not think they will do this successfully in 
1960 or 1961 because these cars which Ford, General Motors, and 
Chrysler are building are still a little too big. They are about the 
size of the Lark and the Rambler. They are too big to compete 
with the Volkswagen and the Fiat. 

But when they realize this, the American automobile industry will 
do in 1962, 1963, and 1964 just what is required of it to meet the 
competition. This they will do, and I predict they will do it, because 
they will realize, as Mr. Cross I am sure will realize, that the metal- 
workers’ union of France, of Italy, of Germany, and of the Scandi- 
navian countries through the International Confederation of Free 
Trade Unions, to which the United States belongs, will be moving 
in the direction of eliminating these differentials that might exist. 
Differentials that might be temporarily advantageous to them. 

Senator Proxmire. I certainly fervently hope you are right. Of 
course, in the meantime 

Mr. Rvrrenserc. In the meantime the _ trade-adjustment 
program 

Senator Proxmire. In the meantime thousands and thousands of 
people are out of work in Detroit and in the meantime in my own 
city of Milwaukee in the machine-tool industry we have several thou- 
sand people out of work. And, in the meantime, as Keynes said, 
in the long run we are all dead so the short run is not always 
so completely comforting. 

Mr. Rurrennerc. That is why I think we need these additional 
programs we talked about, the fair labor standards idea and the 
trade adjustment. 

Senator Proxaire. I want to ask you about one idea that sounded 
extremely appealing and sounded excellent and that I think might 
have very helpful consequences. I wondered if you could give us 
any kind of historical precedent for this notion of fair labor standards 
or fair labor standards negotiations that would be international. 
This is very interesting and offers the real kind of solution that could 
be helpful. 

But I am wondering, in view of the immense economic advantages 
to these countries of maintaining this differential, whether the pros- 
pects are as good as we hope they would be. 

Mr. Rurrenserc. Prior to the development of the European Com- 
mon Market there was something in Europe called the Benelux 
countries—Belgium, the Netherlands, and Luxembourg. These three 
countries, when they formed their customs union or their trade union, 
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their union of trade between their countries, made provisions for the 
adjustment of unfair labor standards. 

I think, if I am not mistaken, the Netherlands, as one of the three 
countries, had to increase its wages in certain sectors of its industries 
before the Benelux agreement came into being. 

Benelux was then the core of what later became the European Com- 
mon Market, with the Benelux countries plus Germany, France, and 
Italy being the total six. 

In the Rome treaty the total six agreements that gave rise to the 
Common Market, there is also provision for “harmonization,” as 
they call it, of labor standards. This is part of the Rome agreement 
and part of the Rome treaty. 

When the United States participated—I forget the year but it was 
either 1949 or 1950—in the development of the I TO, the International 
Trade Organization Charter, which the Congress never ratified, the 
[TO Charter had in it a provision for fair labor standards. 

The United States has since tried through its negotiations in GATT 
to have such an international fair labor standard included in GATT. 
The U.S. Government in 1953 made a proposal in GATT to include 
& provision on international trade. We were defeated. 

There is no reason why we should not continue to pursue it, because 
there is sufficient precedent i in the Benelux, in the Common Market 
notion, in the ITO notion, and in others for us to form this. 

I could also mention, as Mr. Seidman reminds me, that in the Wheat 
Agreement and the Tin Agreement, to which the United States is 
party in = instances, there are international fair labor standards 
clauses. I do not think they are good enough. They are a broad 
generalization of the problem, but they are a start in the right 
direction. 

Senator Proxmire. Let me ask you then this last question: Has 
the establishment by the American automobile industry of plants 
abroad in your judgment displaced American automobile production 
workers ¢ 

Mr. Rurrensera. I frankly do not really think so. 

Senator Proxmire. You feel that there are other reasons that can 
explain fully the degree of unemployment in Detroit 

Mr. Rurrenserc. Oh, ves. 

Well, gasoline in Europe, as you know, Senator, is tremendously 
expensive, and the streets are narrow in most of the towns and cities. 
The cars that are used have to be small. 

I was in Paris recently walking down the Champs Elysees, and I 
looked ahead and saw a parked car and it looked tremendous. I 
looked when I got down there, and what was it? It was a Chevrolet, 
and it was tremendous in relation to the other cars that are traveling 
around Paris. 

Now, American investment in oversea automobile companies was 
wise. General Motors moved into Opel in Germany, and Ford moved 
into its Taunus in Germany and the Consul in England. This we 
for the purpose of meeting the competition of the British, the Ger- 
mans, and others that were producing the cars which the Europeans 
wanted. 

I do not think there would be any more Cadillacs or any Lincolns, 
Chryslers, or Chevrolets sold abroad if we did not invest in the plants, 
which produce these small autos overseas. 
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Now, the problem created here 
Senator Proxmire. No; what I was talking about was the fact 

we lost some of our export market. For example, a factory, or I 

should say a company, In my own State which used to export about 

40 percent of what they produced has constructed a factory in Eng- 

land and exports nothing that they produce in Milwaukee now. 

All of their world export market is handled by their English produc- 

tion. As a result, perhaps, at least not entirely but in very large 

part, a couple of thousand Milwaukee workers have lost their jobs. 

Mr. Rurrensere. I certainly do not want this hearing to close on 
the note that as a labor organization the AFL-CIO is not tremen- 
dously concerned about this problem of developing unemployment in 
the United States. I am not so sure how much of this developing 
unemployment can be attributed to our loss of exports. 

Senator Proxmrire. I raise that point just to try and find out about 
your example on automobiles. I am not quite as deeply concerned 
right now about their constructing automobiles to sell in this country 
as I am concerned about their constructing automobiles to take up our 
export market. 

In other words, Volkswagens are selling in South America and so 
forth. It is a different car but nevertheless they are competitive. 

Mr. Rurrenserc. But, Senator, I think it ought to be clear that I 
do not think that exports of American Chevrolets, Fords, Dodges, 
Chryslers, Plymouths, name whatever car you want, would be sub- 
stantially increased or even altered from their present levels if we 
did not have the production of small automobiles overseas by American 
companies. 

For example, one ought to look at the example of the Holden car in 
England. It was developed in this country during 1944 and 1945 by 
General Motors to come out on the American market as a small auto- 
mobile in the postwar period. But when the American automobile 
companies found out immediately after the war that it was not neces- 
sary to bring out a small car, that they could sell their 1942 model 
automobiles in 1946, they forgot about the small car. 

They moved the production of the Holden car to Australia. Well, 
it made a tremendous impression on the Australian Continent and it is 
selling widely. 

I do not think that if the Holden had not moved to Australia that 
Plymouth or that Chevrolet would have shipped there. Volkswagen 
may have because they want a small car there. They do not want a big 
car. 

If you are saying we ought to develop the small-car plants in the 
United States for the purposes of export overseas, then that is another 
problem which we are not discussing at the moment. However, I 
would again predict that as we develop the small car in America, as 
I am sure we will over the course of the next 5 or more years, this will 
become highly competitive in the world market with the Volkswagen, 
Fiat, Renault, Dauphin, and others. 

Senator Prox. Thank you very much, Mr. Ruttenberg. I 
thought your testimony was extremely helpful and useful. 

Senator Sparkman. Mr. Ruttenberg, I was particularly interested 
in your discussion of the impact of wages on these generators, but I 
was thinking of it from a more general standpoint. 
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t Recently I ran across reference to a study that had been made of 
[ the impact of wages on price levels between products made in foreign 
t countries and in this country. It was very interesting but I do not 
“ remember the name of it. Do you know what I am talking about ? 





4 Mr. Rurrenserc. Well, I do know during the course of 

. Senator SparKMAN. A study made by some research organization. 

> Mr. Rutrenserc. By a research organization ? 

| Senator SparKMAN. I believe so. 

7 Mr. Rurrenserc. Maybe Dr. Piquet would be familiar with it. Off- 
s hand I do not know. 

n Senator SparKMAN. Senator Proxmire suggests it may have been 
ae the National Industrial Conference Board. 

= 


Mr. Rutrensere. Oh, yes. The NICB did do a study on compara- 
it tive costs. 


d Senator Sparkman. Are you familiar with that ? ’ < 
ry Mr. Rurrenserc. I am not familiar with it in detail. Are you, ; 
ar Mr. Seidman? . 
Mr. Sermpman. No. ' 
so Senator Sparkman. I think it might be well for our staff to check = 
that. As I recall, it had some substantiating evidence in it along of 
7 the line of your testimony. c 
es, Mr. Rurrensere. As I recall, the stories I saw about it tended to : 
b- discount the argument that the wage differential was an important ; 
we factor in the differential in price. ’ 
an Senator Sparkman, I would not quite go so far as to say that it 
was not important, but that entirely too much emphasis had been 
in placed upon it. La 
by It went into greater detail in the breakdown as I recall. . 
to- Anyhow, I will suggest to the staff that they try to obtain that t 
‘ile study. I certainly would like to see it, and it might fit in right here. : 
.8- It has been a very interesting morning. We are indebted to all of tal 
del you gentlemen, for your contribution and we appreciate your ’ 
statements. 
ell, (The following was received for the record :) : 
tis 


WESTINGHOUSE ELEcTRIC CoORP., 
Pittsburgh, Pa., July 17, 1959. 


Hon. WILLIAM PROXMIRE, 
hat U.S. Senate, 
gen Washington, D.C. 
big DEAR SENATOR PROXMIRE: My attention has been called to an erroneous state- 


ment made during the July 13 proceedings of the Subcommittee on International 


the Finance of the Senate Committee on Banking and Currency. Because such a 
-her statement is grossly unfair to American industry and tends to be repeated by 
peees others who read the transcript of the subcommittee hearings, I believe you 
r, I would be doing a service by printing this letter in the official record of the hear- 
Ll, as ings at the point where the erroneous statement appears. 
will I refer specifically to the statement by Mr. Stanley Ruttenberg, director of 
n research for AFL-CIO, who said that the American bids on the recent TVA 
een, Solbert Station 500,000 kilowatt steam turbine generator represented a labor 
I cost of only $3.5 million on this $18 million machine. 


This figure is completely wrong. The fact is that an American steam turbine 
generator manufacturer’s labor costs represent more than half the total price 
sted of such equipment. This does not include the large labor cost content of the 

raw materials, parts and services purchased from other American firms and 
ut I used in this equipment. And when foreign wages are only a fraction of Amer- 
ican wage rates—British industry average wages are only about 37 percent of 
U.S. average wages, for example—the great differential enables foreign manufac- 


mee 








os U.S. PRIVATE FOREIGN INVESTMENT 


turers of heavy electrical equipment to bid prices that are far below the bare 
costs of American companies. 

Much of the confusion on labor costs stems from some confused economics 
presented some months ago by an official of the independent United Electrical 
Workers (UE) who repeated, then compounded, some errors by TVA along this 
line. 

The UE took a man-hour estimate which represented only .the direct factory 
labor which would have been involved in full-time work on the particular TVA 
turbine generator—jobs that were directly affected—and then used this to 
try and estimate a total labor cost. Their resulting figures were hopelessly 
wrong from start to finish. 

To begin with, the original man-hour estimate did not include, first, the host 
of service personnel such as crane operators, material handlers, production 
clerks, plant guards, supervisors and other indirect labor at the factory which 
represents a great many more man-hours than does direct labor. And the UE 
neglected to include also the cost of the people in the research and development 
departments and laboratories whose efforts keep American electrical apparatus 
ahead of the world in reliability and efficiency. And further, the UE figure 
ignored all sales costs, administrative costs and other costs, the major parts 
of which come under the heading of labor. 

We have called attention to these false statements on labor costs many times 
in the last few months and it is disturbing to find an individual who should be 
well informed citing such grossly inaccurate statistics. 

Sincerely. 
C. H. Bart Lett, Vice President. 


Senator SparKMAN. The committee now will stand in recess until 
10 o’clock tomorrow morning. 

(Whereupon, at 12:10 p.m., the subcommittee was recessed, to be 
reconvened at 10 a.m., Tuesday, July 14, 1958.) 
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TUESDAY, JULY 14, 1959 


U.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON INTERNATIONAL FINANCE, 
Washington, D.C. 
The suncommittee met, pursuant to recess, in room 5302, New Senate 
Office Building, at 10:a.m., Senator William Proxmire presiding. 
Present : Senators Sparkman, Frear, Proxmire, Williams, and Beall. 
Also present : Senator Javits. 
Senator Proxmire. The Subcommittee on International Finance 
will come to order. 
The first witness is Mr. Emilio G. Collado, Standard Oil Co. (New 
Jersey ). 
Mr. Collado, will you come forward ? 
Senator SparKMAN. Weare glad to have you. Go right ahead with 
your presentation. 


STATEMENT OF EMILIO G. COLLADO, TREASURER, STANDARD OIL 
CO. (NEW JERSEY) 


Mr. Cottapo. My name is Emilo G. Collado. I am the treasurer 
of Standard Oil Co. (New Jersey). 

I am honored to have been invited here to talk about the effect of 
private investment abroad on U.S. employment, profits and markets. 

I have been associated since 1947 with Jersey Standard, which has 
large investments both in the United States and abroad. Before 
that I was U.S. Executive Director of the International Bank for 
Reconstruction and Development. During the war years I served in 
the State Department and was designated by Secretary Cordell Hull 
as his representative on the Board of Trustees of the Export-Import 
Bank as it was then directed. 

There are a great many U.S. companies with investments abroad. 
I have heard estimates of up to 3,000. While it would be difficult to 
generalize from the experience of one company, I can certainly say 
that I believe the more than 500,000 shareholders of Standard Oil Co. 
(New Jersey) have greatly benefited from the company’s foreign 
investments. Much of the investment we make abroad is for trade 
between other countries with only a relatively small proportion of 
the oil trade crossing U.S. borders. The effect of our company’s 
foreign investment income on the U.S. economy is to increase foreign 
exchange earnings thus expanding the U.S. national income. The 
resulting income is reflected in dividends paid out to shareholders, 
‘apital investment in domestic operations, and payment of Federal 
and State taxes, 
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There is no doubt in my mind that U.S. private investment abroad 
brings a net gain to the U.S. economy. Several years ago, the report 
of the Randall Commission summarized these benefits as follows: 

Fortunately, the economic welfare of the United States would itself be directly 
promoted by an increased movement abroad of sound investment by U.S. na- 
tionals and corporations. Such a flow, if well conceived and directed, would not 
only contribute to an increase in international trade, but would assist in the 
maintenance of high levels of economic activity and employment within our own 
country. It can increase our national income by taking advantage of oppor- 
tunities for more profitable investment. It can aid in the development abroad 
of primary resources to meet the ever-increasing civilian and defense needs of 
the United States and the free world. And, since private U.S. investment usu- 
ally carries with it management and technical skills, it can contribute strongly 
to the economic development of foreign countries. 

The United States is a vigorous economy which has grown to its 
present strength under a tradition of free enterprise, free markets, 
and liberal foreign trade and investment policies. The facts in the 
balance of payments show how well this liberal investment policy has 
paid in straight dollars and cents. U.S. income from foreign invest- 
ments is steadily increasing, and the amount, almost $3 billion in 1958, 
is sizable both in relation to national income and foreign exchange 
earnings. 

This income almost regularly exceeds the annual outflow and some- 
times by very substantial amounts, despite the fact that the new in- 
vestments each year are long-term ones usually not planned to give a 
return immediately. In other words, we already have an immediate 
exchange and income gain while in the midst of building a stronger 
international investment position for the future. 

There is furthermore an anticyclical stabilizer inherent in’ this 
foreign income benefit. For one thing, there is a natural timelag 
between earnings and remittance; more importantly, cylical variations 
abroad and here usually move with a different timing. This stabilizer 
affects both the domestic and exchange i income stream. 

I have been speaking only about the income from investment but 
I think it is equally important to point out that foreign investment 
is a method of expanding foreign export markets. The foreign 
country’s ability to buy U.S. goods i is increased immediately. Over 
the long run, an expansion of a foreign economy means bigger and 
better markets abroad. 

Canadian experience gives a quick example. U.S. investment in 
Canada, rising from $3. 6 billion in 1950 to $8.3 billion in 1957, has 
played an important role in helping to expand the Canadian market. 
U.S. exports to Canada have risen from around $2 billion in 1950 to 
$4 billion during 1956 and 1957. Last year when Canada underwent 
a recession more severe than ours, U.S. exports fell to $3.5 billion, but 
U.S. investment income from Canada stayed at ue $540 million level 
of 1957. The 30 percent decline in the rate of U.S. direct investment 
in Canada may have played some part in the smaller flow of U.S. ex- 
ports to Canada. The Department of Commerce survey of the 1958 
balance of payments suggested that.a general decline in the proportion 
of direct to total foreign i investment duri ing 1958 in fact may have been 
a factor in the less favorable U.S. trade balance of that year. 

Canada is only one example of the leverage effect that prosperity 
and development abroad have on expanding United States export 
markets. Studies of U.S. exports to Venezuela and other expanding 
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economies in Latin America have shown that every State in the Union 
has participated in the employment and production involved, and 
that these exports have grown rapidly with the development of the 
economies of the expanding countries. There is no doubt that U.S. 
prosperity is closely linked with an expanding free world economy. 
The facts give evidence that foreign investment contributes to this 
expansion and has brought gains to the U.S. economy. 

I should like now to turn briefly to three other aspects of national 
policy—the relation of private foreign investment to U.S. foreign 
economic policy, to domestic security, and to possible competition with 
domestic employment. 

As far as foreign policy considerations go, there is no doubt that 
private investment is one of our most important cold-war weapons, 
especially in aiding economic development in uncommitted areas 
abroad. If the United States is to succeed in preventing further Rus- 
sian encroachment abroad and in promoting a prosperous free world 
environment in which the U.S. economy can also continue to expand 
its product and standard of living, it is vital that U.S. foreign eco- 
nomic policy be based on liberal trade and investment policies. 

If the underdeveloped countries are to raise their living standards 

and yet remain free, they need markets for their exports and access 
to western capital, technology and ideas. If they are denied these, 
then there is little that even direct U.S. Government aid can do. Gov- 
ernment aid can never substitute for western know-how or implant 
the dynamism of competitive free enterprise as private investors can 
do. Furthermore, government aid, being principally extended on a 
government-to-government basis, goes largely to expand the public 
sector of sadectvalian’ economies. Instead, what the United States 
needs to encourage is the growth of the private sector, for here would 
be the only permanent bulwark of a free society. Russia recognized 
the significant difference between encouraging private and public 
enterprises when it began to emulate our government-to-government 
aid program. It would be unfortunate for the security of all Ameri- 
cans if the West’s unique weapon, the private entrepreneur, which 
Russia cannot match, were to be overlooked in the search for an effec- 
tive United States foreign economic policy. 
_ With regard to domestic security, foreign investment plays a lead- 
ing role in assuring adequate supplies of essential raw materials, 
many of which simply do not exist in the United States. Where there 
are available both domestic and foreign sources of supply, difficult 
questions of import policy sometimes arise. As regards petroleum, 
Jersey Standard has always believed that a reasonable balance should 
be maintained between domestic production and imports of crude oil. 
Such a balance is vital for our national security as well as for the 
well-being of the domestic oil industry. 

At the same time, it should be remembered that U.S. foreign in- 
vestment plays a role in assuring import requirements for the rest of 
the free world also. For example, most of the investments in petro- 
leum are made to supply markets outside the United States and will be 
important in assuring that future energy needs of expanding foreign 
economies can be met. 

As a last comment, I would like to mention the effect upon domestic 
employment of imports which may result from U.S. foreign invest- 
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ments. I think we should bear in mind that our economy has grown 
to its present strength by permitting and encouraging dynamic 
change. Adjustment to new needs, new products, and new methods 
of production is constantly taking place in our domestic economy. 
Such flexibility is essential to an efficient economy. In some cases, 
however, it may be deemed necessary to consider measures to cushion 
the full impact of import competition. But I would urge that any 
compromise with a liberal import policy be approached with the great- 
est caution. The dangers inherent in any such compromise are that 
temporary measures have a way of becoming permanent and that they 
will spread and reduce the efficiency of our whole economic system. 
As Russian competitive economic strength increases, the West must 
have the most economic allocation of its resources. 

To sum up, gentlemen, I believe that the record abundantly demon- 
strates that American capital makes its greatest contribution to do- 
mestic employment, the national income, and our standard of living 
when it is allowed to flow freely into its most productive and profitable 
uses both within this country and across national borders. 

Thank you. 

Senator SparKMAN. Mr. Collado, if you do not mind, I would like 
to ask you to remain at the table and let us hear Mr. Nathan’s direct 
statement. Then we will direct questions to both of you and maybe 
have a roundtable discussion. 

Mr. Nathan, if you will come up, we will appreciate it. 

We have your prepared statement. Of course, as you know, it will 
goin the record in full. 

You proceed as you see fit. Read it, discuss it, summarize it, any 
way you wish. 


STATEMENT OF ROBERT R. NATHAN, CONSULTING ECONOMIST, 
WASHINGTON, D.C. 


~ Mr. Naruan. Thank you, Mr. Chairman, members of the committee. 

I would appreciate just talking extemporaneously with the under- 
standing the statement will be in the record. 

Senator SparKMAN. The statement will be printed in full in the 
record at the end of your oral presentation. 

Mr. Narnan. I would like to emphasize, Mr. Chairman and mem- 
bers of the committee, that this subject which is here under discussion 
today, it seems to me, has tremendous significance just as much from 
a negative point of view as from a positive point of view. 

From the positive point of view, it seems to me very clear that 
everything should be done to encourage American foreign private 
investment, I think both from the point of view of those countries in 
which these investments are made and will be made and also from the 
point of view of the well-being of the United States. 

As far as the economic impact abroad is concerned, I think that we 
ought to recognize that private investment has a most salutary effect 
in terms of accelerating the economic development of the less de- 
veloped countries, 

Up to now, unfortunately, most of our foreign investment has been 
in the Western Hemisphere and in Europe, and relatively insignificant 
or relatively small amounts have gone to the truly underdeveloped 
countries. 
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I would hope that somehow or other we can arrive at policies which 
will help increase the flow to the underdeveloped areas. 

As a result of working in many countries in an economic advisory 
capacity, it is my conviction that the greatest and most serious defi- 
ciency in these countries is in what we have commonly called know-how 
or managerial skill and talent or technical ability. It is in this area 
where these deficiencies are very serious and where in a real sense 
America has the capacity to help fill this gap and help speed 
development. 

I do not mean to imply that the less developed countries are not 
short of capital. They are short of capital. But 1 think they need 
our know-how and our managerial talents and our productive tech- 
niques even more than capital, because the latter tends to follow the 
former. 

And in a real sense when we look at the American economy, the 
greater reservoir of our managerial ability, of our capabilities of 
vetting things done lies in the American business enterprise system, 
in the corpor rations. 

I feel that we have tapped this tremendous resource to an almost 
insignificant degree up to the present time. 

I believe that private investment is necessary and desirable mainly 
because it tends to associate management and American experience 
and American know-how with capital, and from this point of view 
this combination is a very important element in contributing to 
stepping up the economic development of the less developed countries. 

I would say, however, that if we think that the only way we can 
or ought to get American know-how abroad is through direct private 
investment, I think that would be a mistake, because I think we ought 
also to try to provide management under contractual ar rangements 
and through various technical assistance programs. 

But, nonetheless, if we can get an association of capital and man- 
agement abroad in a large measure, I am sure that the countries 
throughout the world w ould benefit very substantially. 

As far as private investment abroad is concerned, i think that its 
role can and will be important, but I believe it would be most serious 
if we came to the conclusion I believe former Secretary of the Treas- 
ury Humphrey did when he came back from South America some 
years ago and said that private capital can do the whole job. I think 
this would be a serious mistake. 

There are tremendous needs for capital in the area of public assets 
public facilities, and I believe that it is a combination of public and 
private that is very much needed. 

Turning briefly to the domestic side of the picture, Mr. Chairman, 
I think that in my judgment we are faced with growing protectionism. 

I read the statement yesterday of Mr. Ruttenberg of the AFL-CIO, 
and I was interested in his belief that in the years to come we w ould 
adapt and adjust our production to meet and face up to changing 
categories of imports. I think there is considerable truth in that. 
But, on the other hand, I believe that as the less developed countries 
accelerate their development and as the underdeveloped countries 
undertake industrialization we are going to find ourselves faced with 
increasing competition here at home from imports and increasing 
competition abroad for our American export products. 
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In my judgment, Mr. Chairman and members of the committee, 
this is desirable. We live in a free enterprise economy, and pre- 
sumably we believe in competition and welcome competition. And 
I think this is wholesome for American business and American in- 
dustry and wholesome for economies throughout the world. 

The danger, however, is that as we face increasing competition in 
the years ahead within our own market and in foreign markets there 
may well be a tendency toward greater protectionism, toward giving 
in to higher tariffs, and toward discouraging private investment 
abroad because of the belief that this private investment tends to 
increase industrialization elsewhere and that this in turn hurts our 
domestic markets and also our foreign markets. 

That is, in my judgment, a real danger. 

I think we will have to be very alert to this threat or we may find 
ourselves in the years ahead actually cutting down on foreign in- 
vestment through taking away incentives or even through some kind 
of restrictive measures, and I believe that this could be the most 
damaging thing that possibly could happen in terms of world eco- 
nomic development and in terms of our own well-being. 

The nations in the world, which were largely the imperialistic 
powers and the colonial powers, started out with the idea that it 
would be well if they were the industrial nations and the other coun- 
tries were the raw materials nations and they would keep the other 
countries as raw materials producers, take their raw materials, and 
sell them their industrial products. 

I think it took a long time for them to become aware of the fact that 
the largest volume of trade is with the highly industrialized and 
developed countries. And that is for the industrial countries them- 
selves. In other words, their trade is larger with those who are 
developed and not with the underdeveloped. 

I believe that in the years ahead if we will follow a constructive 
trade policy in terms of increased liberalization and increased ac- 
ceptance of the concept of competition, and if we will encourage 
foreign investment so that the other countries of the world can 
develop, we will find our total trade increasing and not decreasing. 

It is true that we may have to undertake shifts in our trade pattern. 
It may be that we will have to undertake shifts in our production 

attern, that certain kinds of industries will need certain assistance 
in adjusting from one type of production to another, or certain 
communities, 

But I venture to state, gentlemen, that these kinds of adjustments 
will be far less costly in the aggregate and far less harmful and 
damaging than protectionist and restrictive policies which in a certain 
manner or way is the easy way out but I think also the most harmful 
way out. 

As far as the economy here at home is concerned from one or two 
other points of view, I believe it is obvious that as American industry 
invests abroad this enlarges the demand for American capital goods, 
American producer goods, American machinery and equipment. I 
think this has a salutary effect in the sense that it means a continuing 
market for American equipment, more maintenance, more replacement. 
And also as people abroad become more fully aware of the advantages 
of American equipment in terms of its efficiency, its productivity, its 
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economy, the durability of it, I think that our market for capital goods 
will expand and increase. 

From that point of view I think private investment has secondary 
and tertiary effects which we must take into account. 

There are a great many people who feel that competition from 
abroad derives from the fact that low wage rates prevail throughout 
the world. Now, in a degree, of course, this is true. But I would 
emphasize again that low productivity also prevails in most countries 
around the world, and if their wages are related, say, to ours in line 
with the relationship of their productivity to ours, there is, of course 
fair competition. 

I am convinced that the workers around the world are not much 
different between one country and another, that as productivity in the 
underdeveloped and undeveloped countries of the world increases the 
pressure and demand of the workers for higher living standards justi- 
fied by and supported by those rising levels of productivity will bring 
about higher living standards, higher wage rates, and I think will keep 
this balance between wage levels and productivity reasonably closely 
in line. 

One other point I would like to call to the attention of this committee 
is the fact that many people have expressed a view that our inflation 
in the United States has tended to price American goods out of the 
market. I think this is considerably fallacious, because in a real sense 
the American price level since the end of World War IT, certainly in 
the last decade, has tended to be one of the most stable in the world, 
despite the Korean war price increase and despite the inflation of 
1955 to 1957. 

There are very few countries in the world—two or three important 
ones—where prices have risen less than the U.S. prices in the last 
decade. In most of the countries the price increases have been much 
more. 

I think that the tendency to say we are being hurt internationally 
because of inflation, or because of this factor or that, reflects a failure 
to understand what I would regard as this growing competition that 
is going to occur in the international trade market as industrialization 
steps up in the undeveloped and underdeveloped and less-developed 
countries. 

I think we ought to face this realistically and recognize that we are 
going to have to meet this competition by imagination, ingenuity, 
creativeness, and initiative. 

Just one final point. 

It seems to me, Mr. Chairman and members of the committee, that 
if we are going to be really worried about big problems in the future, 
one that we ought to think more about is the one about Russian trade. 

I think that as the years move ahead and as Russia’s economy 
develops more industrially, and if their rate of growth persists as it 
has in the past, we are going to be faced with trading in the world 
that is of a new kind, a new variety, a new pattern from that we 
have ever had before. Where straight state trading is the major 
element in terms of the Soviet sphere, where cost factors, where com- 
petition do not really mean anything, where trade is related to political 
objectives and not in economic terms. 

It is on this front that I think we might very well devote and dedi- 
cate our attention and our imagination rather than being concerned 
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about the adverse impacts that might result here at home from private 
investment abroad by stepping up development, because in may judg- 
ment these private investment impacts are going to be relatively 
insignificant as compared with the benefits and the advant ages that 
this | private investment is going to bring abroad and here at home. 

I will end my statement, Mr. Chairman and members of the commit- 
tee, by stating that I hope that we will resist with all of our strength 
and all of our power and all of our abilities tendencies in the coming 
years toward protectionism. And certainly we ought to resist any 
tendencies to hold back in any degree whatsoever with respect to at- 
tracting, inducing, stimulating private foreign investment, because I 
think it is beneficial to the countries in which we make the investment 
and beneficial here at home. 

Senator SpaRKMAN. Thank you, Mr. Nathan. 

(Mr. Nathan’s prepared statement follows :) 


STATEMENT OF Rogpert R. NATHAN, CONSULTING ECONOMIST, WASHINGTON, D.C. 


Mr. Chairman and members of the committee, my name is Robert R. Nathan. 
I am head of the firm of consulting economists, Robert R. Nathan Associates, Inc., 
with offices in Washington, D.C. 

In compliance with the Foreign Agents Registration Act, I wish to state that 
I, as well as my firm, am personally registered under this act because of the 
services now being performed for the Governments of Vietnam, Colombia, and 
Israel by my firm. 

I appreciate this opportunity to appear before this committee to discuss the 
subject of private investment of American capital abroad and the impact of such 
investment, both here and in foreign countries. 

Let me emphasize at the beginning that, in my judgment, it is desirable to 
encourage private investment of American capital in foreign countries both from 
the point of view of our own best interest and in the interest of friendly nations. 
The availability of American managerial and technical skills and of American 
capital can make a significant contribution toward accelerating the economic 
development of those who have enjoyed less economic progress than ourselves. 
Unless we and other developed and industrialized nations recognize the needs 
of the less-developed countries and unless we undertake to cooperate in speeding 
Up their economic progress, the prospects for continued peace in the world and for 
wide-spread freedom will diminish. Economic improvement is no guarantor of 
freedom and peace, but it does serve to provide a more favorable environment. 

It is my conviction that those who state that private investment can do the 
entire job of providing know-how and capital for greater economic progress in 
the less-developed countries are totally unrealistic. Certainly, substantial public 
funds will have to be made available on a government-to-government basis. 
Private investment can play an important role, but it is well that we be realistic 
in recognizing that various approaches are needed and will continue to be needed 
for years to come. 

One of the great advantages of private investment stems from the fact that 
such investment usually brings the needed combination of management and 
capital. As a result of working in many underdeveloped countries, I am con- 
vinced that managerial and technical deficiencies are even more serious than 
capital deficiencies. I do not mean to imply that added capital is not des- 
perately needed in most of the countries throughout the world, but that even 
more urgent is the need for more know-how which comes from training and 
experience. 

When we analyze the flow of private investment from the United States we 
find that most of it has been confined to the Western Hemisphere and Europe 
and that a substantial proportion is represented by activities in petroleum and 
mineral exploration. A recent report of the Department of Commerce indi- 
cated that approximately seven-eighths of direct private U.S. foreign investment 
is concentrated in the Western Hemisphere and Europe. We must keep this 


geographic concentration in mind when we appraise the economic impact of 
such investment. 
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Insofar as the U.S. economy is concerned, much of our foreign private invest- 
ment does seek to assure continuing and growing supplies of essential materials. 
Further, it develops markets for American equipment and other capital goods. 
The export of capital goods is self-generating in terms of future markets, both 
with respect to maintenance and replacement and also creating a growing and 
continuing interest in American equipment. 

Our prosperity since the end of World War II is hardly indicative of any 
serious damage being suffered by American business as a result of competition 
from abroad. There is certainly no evidence that production, employment, and 
prosperity in this country have generally been adversely affected by foreign 
competition. If anything, our substantial export markets have been a source 
of strength to our economy. 

It is true that there are specific industries which are faced with increasing 
competition from foreign producers and, undoubtedly, over time some measures 
may have to be taken to facilitate shifts in our own economy to adjust for foreign 
competition. 

Certainly, the answer to increased competition does not lie either in a more 
protectionist policy nor in discouraging American industry and investors from 
developing enterprises abroad because of the fear of foreign competition. If 
we truly believe in competitive enterprise, we should welcome competition— 
both internal and external. 

There are those who contend that we will always be at a disadvantage because 
of lower labor costs in other countries. It is true that our wage rates are much 
higher than those of most other nations, but it is also true that productivity 
in our country is much higher. Further, we may be sure that as productivity 
increases in other nations, the pressure for higher wages and higher living 
standards will probably result in narrowing the margin between wage rates 
here and abroad. Investment by American enterprisers in foreign countries is 
likely to result in accelerating the rate of productivity in other countries and 
this in turn will tend to bring about higher wage rates. 

It might be noted that many contentions are being made to the effect that infla- 
tion in the United States is pricing us out of the world market and that we are 
thereby faced with growing competition from foreign producers, both at home 
and abroad. Actually, prices have risen in the United States less in the last 
decade than in most countries throughout the world. In fact, our price level 
has been one of the most stable among both developed and underdeveloped coun- 
tries. Other factors than inflation are much more important in influencing inter- 
national competition. 

It is my conviction that for many years to come, American industry will be 
encountering more and more competition on a broader front both here and in 
other nations. This is a natural result of accelerating economic development 
throughout the world and I welcome it as a wholesome manifestation of the 
worldwide war against poverty and deprivation. In that war we must play 
a positive and constructive role and we must face up to the fact that some 
adjustments and some adaptations will have to be made by American industry 
and the American economy. The aswer does not lie in higher tariffs and in 
discouraging American foreign investment. Rather, it lies in making those 
adjustments and adaptations which will assure us continued prosperity and at 
the same time help the rest of the world to achieve a much more rapid rate of 


progress. 

Senator SPARKMAN. Senator Proxmire? 

Senator Proxmire. First I would like to ask Mr. Collado a question. 

In your statement you point out the almost $3 billion of U.S. income 
from foreign investments in 1958. You relate this to our balance of 
payments. 

It would seem to me, looking into the future, we are going to have a 
situation in which we will have to have a long-range balance of pay- 
ments which will be made up in part of this $3 billion, which we hope 
will grow, of income from foreign investments, and which can only 
be balanced therefore in the long run by a deficiency of American 
exports as compared with imports. 

Is that not correct ? 
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Mr. Cotxapo. I think it is a little more complicated than that. 

Senator Proxmire. I am sure it is. There are a lot of other things. 
We are likely to have mutual security for quite a while. We are 
likely to have our troops overseas. We are likely to have tourist 
payments, and so forth. 

But I am not sure how long-run these things are, at least in terms 
of sort of the one-way street we have now. 

What I am getting at is whether it is not true that as we get into a 
situation such as England enjoyed during the 19th century, where we 
receive income from abroad, that we are going to have to import more 
than we export if we are going to maintain a long-run even balance 
of payments ? 

Mr. Cotxapo. If I could answer, I would say in the first place that 
it is probable that unless we have a whole lot of wholesale defaults or 
very unsatisfactory foreign investments, which certainly we would 
not look forward to as being a very good outcome of such a policy, 
you might expect that the net return over a period of time might be 
somewhat greater than the new capital outflows. In our ecenomy, in 
particular parts of the country or in particular industries sometimes 
that has happened, and sometimes it has not. It is only an assump- 
tion, but it seems a little more probable than any other. 

That just means that if we are to bring back to the United States 
in any kind of real terms the income that results of having made a 
favorable allocation of resources, a favor able investment, we have got 
to enjoy the results of this in goods or services. I think that isa good 
thing. It is a net plus in our national income if we do enjoy goods 
and services. 

Senator Proxmtre. I certainly agree. I am just trying to get this 
picture in my mind. 

Mr. Cotiapo. Whether it will be goods or services or in what pro- 

portion I think is a rather difficult thing to predict over a long period 
of time. 
- Certainly the increase in tourist and other types of expenditures 
of the United States—in other words, the achievement of that type 
of satisfactions rather than material imports—has in the last 10 
years exceeded any estimates you could possibly have made 10 years 
ago. That number in itself has been enough—— 

Senator Proxmire. Will you clarify that? You are talking about 
tourist dollars spent in this country by foreigners? American dollars 
spent abroad ? 

Mr. Cotxapo. That is right. American dollars spent abroad which 
might well be the sense in which you took investment return from 
abroad. You exported people who enjoyed the scenery and other 
attractions. And that 1s a way of enjoying the fruits of this 
investment. 

I am not saying that is the only way. There are material ways 
and cultural ways and other ways. 

Senator Proxmire. I am sure you can see the economic prospects 
in the future that lay the basis for political pressure at least in the 
direction of protectionism from this kind of a situation. If we get 
into a fairly stable investment situation abroad so that our income, 
the $3 billion, exceeds our capital outlay, as we would expect it to 
eventually perhaps—then we have a situation in which the interest 
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in jobs here and in production here and in sales, and so forth, is 
quite concerned with the excess of imports over exports. 

Mr. Cotuapo. I think, Mr. Senator, that again entirely depends 
on the efficiency and the speed with which our domestic economic 
machine adjusts itself. 

If our domestic economic machine adjusts itself to a total increase 
in demand by U.S. consumers, it may well be that you can have ever- 
expanding employment at home and some additional satisfactions of 
American consumers filled by this net income from abroad that you 
are talking about. 

Senator Proxmire. This is a matter of adjusting our thinking to 
an economy of abundance instead of scarcity, is it not / 

Mr. Cotuapo. That is right. Of course, basically what I am 
saying, and I think what Mr. Nathan was saying, is classical eco- 
nomics. But I think after working in this field for many years and 
seeing all kinds of suggested, shall we say, short-cut methods and 
gimmicks and gadgets, we generally come back to thinking that. most 
of the basic economic factors we learned in elementary economics in 
the long run come into play. And I think they do in this case. 

I think if we increase total income we will increase total employ- 
ment. It may be that employment in a particular phase of manu- 
facture will be changed. But that happens all the time. That hap- 
pens within the United States. We are constantly changing the pat- 
tern of the economy of the United States. 

If you look at the economy today and look at the economy in 1939 
or even in 1946, it is vastly different. It has on the whole, with some 
rough spots and some interruptions, progressed very vigorously 
forward. 

Senator Proxmire. Let me shift into something else that is re- 
lated to this. 

There is a great deal of concern over gold outflow in recent 
months; at least it has been vigorously expressed by many people. 
Can we explain this in part by the fact that at the present time we 
are engaged in or beginning to become engaged in a period of capital 
outlay and that the income is going to be, while it was substantial 
last year, $3 billion, substantially greater? 

For example, I noticed—I do not know whether it was your com- 
pany or another—Standard Oil Co. is investing $50 million in West 

ermany in a plant there. A number of other factories are being 
constructed now, particularly in Europe. This kind of outlay would 
probably for the next several months or perhaps a year or so in- 
crease the tendency for outflow of gold, would it not? But in a 
relatively short time the income from these investments should over- 
come this, should it not? 

Mr. Cotxapo. I do not feel that the gold outflow is primarily the 
result of failure of exports. 

Senator Proxmire. No, I am not saying that. 

I say this is—— 

Mr. Cotxapo. I mean obviously the gold outflow is a resultant of 
all the items in the balance of payments. As a matter of fact, I think 
that the gold outflow is symptomatic of a number of rather favorable 
economic developments around the world. 
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Actually, to put it somewhat facetiously, we spent $50 billion in 
order to get $2 billion of gold to flow out of the United States to 
some of Western Europe. 

Now that it has Souls out, we have gotten quite concerned about it. 

I do not want to suggest that we should not be concerned about 
it. Of course we should—but not the gold outflow pre se, not the 
fact that foreigners are accumulating gold and dollar balances. One 
of the great aims of our postwar economic policy has been to build 
up the financial and economic strength of the rest of the world. 
One of the reasons why world trade and the general world position 
were so lacking in viability earlier was that the principal European 
countries had no reserves. We wanted them to get reserves, and they 
got them. 

Now, the real thing that has happened is not, I think, a weak- 
ening in export strength. To be sure, certain industries are finding 
competitive pressures. What has really happened is that the Western 
European countries have succeeded in a up their economic 
strength which was exactly our hope and goal. 

Now, with considerably larger economic potentials than they used 
to have, with increased markets at home, they have gone into the de- 
velopment of new modern plant. They have gone a long way in 
picking up improved economic methods, improved productivity, and 
so forth. In many respects they are still way behind us but in many 
respects they are catching up. 

We now have a very strong Europe, a strong Europe which is, 
I think, a fine thing politically and from a broad economic point of 
view here as well as in Europe. It does mean that individual Ameri- 
can exports and indiivdual American investments, abroad as well as 
home, now face much greater competition from sheer economic effi- 
ciency than they used to. 

That is a fine thing. That is a stimulus to us to do better. 

In the oil industry we have found that a little adversity—and we 
have had a little adversity for the last couple of years; we have had 
our fair share of it—has made us get much more efficient. We have 
straightened out a lot of our productive processes. We have improved 
our refining methods. We have done a whole lot of things. And we 
are getting really good and competitive now. I'think we can take on 
anybody anywhere in the world. 

I think this is a good thing. 

I may say, on the other side, the advent of convertibility, which is 
a direct result of this improvement in the economies of Western Eu- 
rope and the increase in their foreign reserves, has removed one very 
difficult competitive trial that American exporters used to have to 
face. A very difficult problem for American exporters some years back 
was that of selling for dollars goods in competition with countries that 
were operating entirely on a nondollar basis. 

With the arrival of convertibility, which was one of the direct results 
of all the things that are behind the gold outflow, we now have that 
problem eliminated. I hope it stays eliminated. 

That is a roundabout answer to your question. I am sorry I made 
such a speech. 

Senator Proxmire. Your industry, I think, can give us perhaps 
as much or even more insight into this than almost any other. Foreign 
investment is nothing new for the oil industry, for reasons other than 
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the reasons why perhaps machine tool and tractor companies and 
so forth are beginning to invest abroad, buy plants abroad, and so 
forth. You go obviously where your raw materials are, where the 
oil is. And you have invested abroad for a long time now. We are 
just beginning to see, perhaps, sort of a political response to this in 
the import quotas on foreign oil that have been imposed. 

Do you feel that this kind of response would fall under your state- 
ment in which you appeal against protectionism, and so forth? Or do 
you feel this is a logical and sensible way to protect American jobs? 

Mr. Cotxapo. This is one of those very difficult problems in which 
you look at the pure theory and then you look at the facts of life and 
try to decide where you come out. You certainly cannot come out at 
any extreme. 

Our feeling is that if there were no security considerations of any 
sort or if the security considerations were only of the very longest 
term—I mean the conservation of natural resources so as not to be 
completely out in the distant future—then any hampering of trade 
in oil whatever probably makes no sense at all. 

We do have some security considerations, and they are very com- 
plex ones. For that reason we have felt that it has been very important 
to stimulate the search for oil in the United States so that at all times 
there would be some adequate reserves here. 

Actually, that has been done so successfully in the United States 
that there is a rather sizable reserves situation well beyond the 
immediate productive requirement. 

Now, there are a number of ways of getting at that problem. Our 
own company brought some Middle East oil here in the late forties 
when we had an oil shortage situation. You may remember there 
were a couple of winters quite tight around 1947 or 1948. We brought 
ina little then. We have not brought any into this country since then. 

We have been bringing in Venezuelan oil over the years, crude oil, 
in rather small quantities. We bring in specialty crudes primarily 
to supplement the types of crudes available in the United States. 

The amount we brought in from Venezuela, which used to be of 
the order of 80,000 barrels a day in the early fifties, has progressively 
been reduced, and under the latest quotas we are down to 50,000. We 
have had no increase and have been rather severely hit. 

On the other hand, we have been sizable importers of residual fuel 
oil, Residual fuel oil is used for power generation mostly and certain 
other uses on the east coast. It is not available in the United States 
in adequate quantities as a result of the refinery methods practiced 
in the United States. It is a cheap source of energy. 

If residual fuel oil cannot be brought into the United States because 
of some arbitrary measures to exclude it, energy consumers in the 
United States will have to get their power in a much more expensive 
way from other sources. 

Our company has felt right along that the restrictions on the im- 
portation of residual fuel oil are a mistake, that they are unnecessary, 
and that they are bad. We continue to feel that. 

With respect to the crude, some moderation in imports of crude 
apparently has been regarded as necessary. We have always felt 
that it was necessary to balance foreign and domestic crudes, and 
within our own company we have. We do not think that the quota 
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system as it has been imposed is at all fair. It is entirely discrim- 
inatory against the larger importers. 

As I say, we are now 40 percent lower importers of crude oil today 
than we were in 1950, which is not at all in keeping with the general 
import pattern that has taken place. 

I think if it were not for this security consideration probably it 
would be very difficult to justify any import restriction whatever on 
crude oil. 

Senator Proxmire. Of course, the security characteristic is some- 
thing that is always made for virtually everything and it seems to 
me can be made pretty well for machine tools and a lot of other things. 
But you do discriminate between your 

Mr. Cotzapo. I think part of the problem in oil is it is very difficult 
to stockpile. You cannot stockpile oil except for a short emergency. 
The amounts of stocks of oil that you can effectively keep on hand 
really are very short periods, whereas you can stockpile other things. 
You ‘cannot search for oil and then just cap the wells and leave the oil 
in the ground. Our economic system does not permit that. You run 
into that ty »e of difficulty. 

Senator Proxmire. I have one last question for you, Mr. Collado, 
before I question Mr. Nathan, and I would like Mr. Nathan to com- 
ment on this because I think it bridges your testimony. 

You talked about the uncommitted nations in your testimony, how 
valuable it is for us to build up their economies in a way that makes 
them free economies. 

You do not discriminate, as Mr. Nathan did, between the desirability 
as to underdeveloped countries and the more mature economies of 
Europe. Do you not feel that there is a far greater reason for us 
to view favorably a buildup of these underdeveloped economies than 
of the more m ature economies of Europe and also that it is a lot easier 
to justify in terms of competition. The raw materials and so forth 
we would get from the underdeveloped nations would compete per- 
haps less than the kind of competition we get from Western Europe? 

Mr. Cotuapo. Well, again I think my answer is going to be round- 
about and long. 

Surely from an international foreign policy point of view I think 
that, having already cooperated very ‘effectiv ely in the reconstruction 
of the European countries, what you are really saying is that 
they are pretty mature and standing on their own feet and they do 
not need special aid. I am talking froma political point of view now. 

The underdeveloped countries, which would include Latin America, 
Asia, Africa, and certain European countries certainly—there are a 
few underdeveloped ones in Europe still, not so many—we have both, 
shall we say, economic and political interests in seeing them developed. 

It is not we do not want Europe developed; we think it is dev elop- 
ing all by itself and we do not have to help much, 

From an economic point of view thongh, the economic benefits—I 
am getting back to the classical economics—are just as great in the 
trade with E urope, if not greater, as Mr. Nathan pointed out. The 
biggest trade between countries has alw ays been between the ad- 
vanced countries. 

The classical textbooks always talk about the international trade 
between Germany and England in the 19th century. That was the 
big trade. 
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Our greatest trade tends to be with places like England. Or our 
trade with Canada, for example. We have very large trade with 
Canada. It is certainly mutually beneficial, and we gain by it. 

I may also say, reverting to our industry, this is a lot more compli- 
cated than just picking out countries. Most of our business is pure 
international trade. We produce the oil where it is to be found. It 
so happens that it is mostly found in the kind of countries that we 
call underdeveloped countries. That is, I guess, an accident of geog- 
raphy. It is also found in the United States and Canada. But it 
is not found much in Western Europe. 

There is a little oil in Germany. We have a few wells in the south 
of France. But most of the oil is in the Sahara and Libya—for- 
tunately we just found a lot there—in the Middle East, some in Indo- 
nesia, and in Venezuela and other Latin American countries, 

However, that oil is manufactured, if you want to call it that, in re- 
fineries and sold all around the world. A very large proportion of 
our investment today is in refineries in Germany, such as the one you 
mentioned, and other countries, the whole point of which is basically to 
supply the local markets. 

You would not develop the oil in Libya if you did not build a refinery 
in Germany to refine it in and did not sell it in Germany. 

It has got to go somewhere. It is not all going to be consumed in 
Libya. 

That whole system has to work together, and that is why I think that 
when we talk about encouraging or discouraging foreign investment 
we make a great mistake when we get trapped into false notions 
about the desirability of measures that have some kind of a geographi- 
-al or other selectivity about them. 

I think that we make a great mistake to try to impose on the straight 
market economics of development somebody’s judgment as to where we 
ought to push and where we should not, because I do not think we 
know how todothat. I donot think that we are good planners. 

Senator Proxmire. Mr. Nathan? 

Incidentally, I suggest it would be helpful if you would answer 
that very last point made by Mr. Collado. 

Mr. Naruan. I was going to comment on a couple of points if I 
might, Senator. 

n this last point, while I think it is true that policies which are 
designed in a sense to direct the flow of investment, not really to 
allocate but to attempt to allocate it, or to encourage investment in 
certain directions have dangers because of the limited capacity we have 
to be able to vary incentives and vary our stimulation by different 
countries for different purposes, nonetheless it does seem to me that we 
must recognize, just as we do in our aid program, that if we are going 
to help the really underdeveloped countries we must do something 
special for them. 

And in a sense that is what we do under our Development Loan 
Fund, and it is what we do under our ICA and under our Public Law 
480 and under our various kinds of aid programs. 

I think that there would be some logic, for instance, in our incentives 
for foreign investment to differentiate the incentives between those 
countries which are below a given level of per capita income and those 
countries which are above a given level of per capita income. 
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Obviously this would not have any significant influence on oil because if 
a country has no oil it does not make any difference how much incentive 
you grant to encourage oil exploration and investment in a country. 
It is not going to go there if the geology indicates there is no oil. 

But beyond these natural resource investments, oil and minerals, 
I think that it is incumbent on us to do everything we can to provide 
added incentives to investment in the underdev eloped countries. 

For instance, I think Puerto Rico is a good example of how added 
incentives can bri ing results. And Puerto | Rico has done a magnificent 

job. It is true it is unique and not in exactly.the same position as 
other underdeveloped areas, but it has done an excellent job by seek- 
ing to undertake very specifically and directly to bring in investment 
in various areas. 

It is my feeling, Senator Proxmire, that we ought to do this not so 
much because the underdev eloped countries provide raw materials and 
do not compete with our advanced industries but, rather, because it is 
good for us and good for them to step up their development. 

This does not mean that I would take away the incentives that 
exist for the developed areas nor put any impediments in the way 
of investment in the more developed countries, but I think it would 
be well for us to consider added incentives for those countries below 
certain levels of income. 

There is no question that American enterprise is not going to flow, 
is not going to make its capital flow, to the very underdeveloped 
countries merely for altruistic or patriotic or anti- Communist reasons. 
American businessmen who are talked to about investing in In- 
donesia or Laos or Cambodia or Vietnam or Burma or Pakistan are 
Mex much discouraged because they know they have snakes there 

there is malaria, there is dysentery, or the smell in the streets 
voations is not too satisfactory to their wives, and things of that 
nature. 

There is no question that American investment in the under- 
developed countries is one that has to overcome many discouraging 
features, the redtape and the lack of administrative talent in these 
governments to deal quickly and spontaneously and speedily and 
rationally and efficiently with these questions that arise with respect 
to foreign investment. 

So that the very character of the underdeveloped countries is what 
in a sense discourages the foreign investor as distinguished from going 
into a country that is developed, that has modern organization, modern 
techniques, modern devices in government and in other facilities. 

The result is I think that there are some natural barriers to over- 
come to stimulate investment in the underdeveloped areas. 

From that point of view, I think it would be well for us, despite 
some mistakes, to provide added incentives for the flow of capital to 
the underdeveloped countries as distinguished from the developed 
countries. 

Senator Proxmire. I know these questions are taking quite a while, 
but I would like to ask just one more particular question of Mr. 
Nathan. 

Mr. Nathan, you say in your statement: 


There is certainly no evidence that production, employment and prosperity 
in this country have generally been adversely affected by foreign competition. 
If anything, our substantial export markets have been a source of strength 
to our economy. 
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As I read the figures that are available for the first 4 months of this 
year, it seem: that in relationship to gross national product our 
exports are a smaller ratio than they have been in the last 8 or 9 years. 
Imports have been steadily climbing, steadily increasing. 

There are, as I am sure you are very much aware as an outstanding 
economist, areas that have been to some extent adversely affected. 
My own State, Detroit, and a number of other places have been hit. 

I would like to ask you this: Your very last statement here, and 
you expanded on it a little bit in your remarks, indicated there are 
certain things that can be done. You say: 

It lies in making those adjustments and adaptations which will assure us 
continued prosperity and at the same time help the rest of the world to achieve 
a much more rapid rate of progress. 

This committee has been concerned with two measures which have 
been proposed by some people to use in this respect—one, Small Busi- 
ness Administration loans to businesses that have been hurt by im- 
ports, the other the depressed areas legislation which some people have 
proposed that we use in this way. 

The both are very, very limited. It is doubtful to me if either one 
can be used to answer this thing completely. Do you have another 
kind of proposal that can meet this serious problem ? 

Mr. Naruan. One of the things I would suggest is that to the 
extent that we can step up foreign investments by American enterprise 
through increased inducements, in the tax area and things of that 
nature, to that extent we can step up our capital outflow which offsets 
imports in a degree. 

But to the extent that we have very specific industries and very spe- 
cific areas that are suffering from the impact of imports I think that 
the proposals that have been made in the last two discussions on the 
Reciprocal Trade Act extension debates with respect to some kind of 
assistance to help employees be retrained and industries to relocate 
and to retool and to adapt to new production might well be considered. 

I would be hesitant about going to any extreme degree in that 
area, because I think it would be difficult for the Government to play 
a very specific, positive role in reorienting those industries that are in 
competition or find increased competition from abroad, reorienting 
them to new kinds of production or new types of activity. But I 
think where it is reasonably clear that 

Senator Proxmire. Then you would not see any massive point 4 or 
technical assistance program for American industry ? 

Mr. Narnan. I do not think anything of a massive nature, Senator 
Proxmire, is needed. 

I think, by and large, the impact has been of a somewhat limited 
character. 

I qa with the position of the Senators and the Congress- 
men, but, you know, the tragedy is this: When a given plant with 50 
employees is adversely affected by imports, this becomes very dra- 
matic, and those 50 persons are 50 human beings who eat, who breathe, 
who walk and talk and write letters to the editors and testify and 
everything else. This sounds very tremendous. And it does not take 
many of those isolated specific impacts to make it appear that all of 


American industry is just going to the dogs because of foreign 
competition. 
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I think the great challenge we have is to keep our perspective as to 
what the increased exports are doing to certain sectors as compared 
to what increased imports are doing to others. 

That is why it is my conclusion, Senator Proxmire, that in the last 
decade the evidence is certainly not one that in any general sense we 
have been hurt by imports. 

I think that our trade in the last decade has helped rather than hurt 
our economy. 

Senator Proxmire. Then will you speak to the first part of my 
question where I pointed out that exports in relationship to gross 
national product seem to have fallen off while imports have increased ¢ 

Mr. Natuan. I do not think, Senator Proximire, that we can in- 
terpret history over a period of a few months or even 1 or 2 years. 

Senator ProxMIre. { am sure you cannot, but I just want 

Mr. Narnuan. I personally do not believe that we are in for a long- 
term decline of exports relative to gross national product. I would 
myself expect that in the next 2, 3, 4 or 5 years that we will have an 
increase of exports. 

I would not be surprised at all if we hit new ratios of exports to 
gross national product. 

As a matter of fact, there are many things that are favorable to 
increased exports. One of the things Mr. Collado emphasized was that 
as many of the European countries get over this dollar problem and 
build up reserves and broaden the area of convertibility our ability 
to export is improved because now we are in straight competition with 
other suppliers, whereas before we were in an unfavorable competi- 
tive position because we were not only competing pricewise but we 
were competing currencywise. Importers that would have liked to 
have purchased American goods could not do so because of dollar 
shortages or lack of convertibility. 

In a sense, as this improvement and convertibility takes place, you 
broaden your market, and you more narrowly limit your competition. 

There is one other point, if I might, Senator Proxmire, on your 
first question to Mr. Goiiado. You expressed the concern that over 
the years ahead, as we seek to achieve or need to achieve a balance of 
paymanie, we may need more imports relative to exports to offset the 
imbalance that is developed over time. I would just say—— 

Senator Proxmire. To be specific, to offset the income from Amer- 
ican investments abroad. 

Mr. Natuan. Yes. I would say this: I think what the rest of the 
world is going to need and what certainly the underdeveloped part of 
the world is going to need is going to be huge net capital inflow from 
the United States and the industrialized nations for a long time to 
come. When I say a “long time,” I am thinking of one or two genera- 
tions at least. ; 

I think that they may very well have to have a net capital inflow, 
or ought to have, for the next 25 or 50 years. 

I would hope that the new capital outflow would be greater than the 
income of the return on the old capital outflow, because I think that 
the underdeveloped countries will need net capital inflow to step up 
their development. I do not think they are going to reach this so- 
called takeoff point where their savings and their foreign exchange 
earnings are adequate to generate a level of investment which will 
move them ahead under their own steam for quite some time to come. 
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I think that we are going to have to look forward to a net capital out- 
flow whether it comes through private investment being greater than 

rivate income from abroad or Government loans or international 
ain or grants, whatever it is. 

I think this is going to be necessary and desirable. 

But I would say this, Senator Proxmire: That when the day comes 
when it is desirable from an economic point of view for the United 
States and foreign countries to have a net goods inflow, that day I 
do not think we ought to worry, because it is then a function and a 
sense of income distribution. 

Net capital outflow from an economic point of view is an offset 
to savings. It is hike investment. And if we ever want to be able to 
adapt ourselves to a net capital inflow, all we have to do, I think, is 
to try to achieve within our economy a lower ratio of savings and a 
higher ratio of consumption. We will have a greater demand for 
goods and services and we can readily absorb this net capital inflow 
without any adverse impact on our economy—employment, production, 
or anything. 

Senator Proxmire. Of course, that is not quite as easy as perhaps 
you imply in your very persuasive way. 

Mr. Naroan. No—— 

Senator Proxmire. It is a complete, drastic change in the American 
attitude is it not ? 

Mr. NatHan. It isa matter of time. 

Senator Proxmire. The same thing as this “easy” notion of adopt- 
ing the attitude that we live in a world of abundance or that we should 
look toward a world of abundance in this exploding technology we 
have rather than always thinking in terms of scarcity as we do in our 
farm program, as we do in so many of our programs. We are much 
more concerned with somehow economizing jobs than we are with 
consuming what we can produce. 

Mr. Naruan. Yes. 

Senator Proxmire. And this makes very, very serious politico- 
economic problems for us. 

Mr. Natuan. Yes, but we have made tremendous changes in the 
last generation of a very significant nature. 

For instance, take in the tax area alone. I am not saying that I 
favor high taxes. I am paying fairly high taxes, and I do not like 
to pay them any more than ae else. But I think our tax system 
taller, progressive as it is, has made possible a high level of prosperity 
without really major depressions at recurring levels, without big gov- 
ernment interference. 

If we had, say, the incidence of taxes in the United States in 1959 
that we had, say, in 1928 or 1929—in other words, if the tax incidence 
fell on different income levels in 1959 as it did in 1929—it is my judg- 
ment, gentlemen, that we would need fantastic government deficits 
over many, many years to maintain full employment in this country. 

These are the kinds of economic adjustments that take place, in a 
sense adapting to changing economic circumstances or changing 
requirements. 

I do not think that the kind of internal economic policies, tax 
policies, and the like, which we would have to adopt to adjust ourselves 
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to a capital inflow as compared with a capital outflow would be very 
great. 

Senator Proxmire. Thank you. 

I have no more questions. 

Senator SparkMAN. I call on Senator Beall next. But, Senator 
Beall, before you start, I am sorry that I am going to have to leave 
the meeting. I think it is a very fine discussion. I wish I could stay 
and hear all of it and take part in it, but I am going to have to go. 

I will ask Senator Frear if he will take over the chair. 

All right, Senator Beall. 

Senator Beaty. Thank you, Mr. Chairman. 

I was just going to ask one question. You are talking about invest- 
ing in foreign countries. Do you find that these foreign countries also 
want to participate with their own capital ? 

If Americans provide the know-how and the engineering and the 
money, will the foreign countries participate and put up some of 
their own money along with us in investing? Or do we do it altogether 
on our own? 

Mr. Cotxapo. I think, Senator, this depends a lot on the country 
you are talking about. 

When we are dealing with the really underdeveloped countries or 
the countries that have only just begun to develop certain raw mate- 
rial resources, in general they have no important stocks of capital to 
draw upon. 

I mean in the investments that we make in the desert area or some- 
thing like that we do not find any local capital available. 

On the other hand, when we make investments in more developed 
countries, and certainly when we make investments in the highly 
developed countries of Western Europe, it is possible to draw on 
local capital in any of several ways. 

Many American industries go into partnership of some sort with 
local companies. Others actually issue their own equity shares for 
their local corporations to local investors. 

In the oil industry we have rather tended, because of the integrated 
nature of our business, the producing in our country and refining 
somewhere else and marketing somewhere else, to avoid the incidence 
of different minority shareholdings in different pieces of a chain. It 
gives rise to quite difficult ae and possibilities of conflicts of 
interest. We have approached the local capital markets quite ex- 
tensively but almost ertirely through the sale of bonds and fixed 
income securities rather than equities. 

Now, actually, our company has been raising outside of the United 
States something in excess of $100 million or so a year for several 
years in a row. It is an important fraction of our total financing. 

Senator Bratt. You mean you have raised that in these other 
countries ? 

Mr. Cottapo. In other countries. 

Senator Bratt. That is particularly true in West Germany, is it 
not ? 

Mr. Cotzapo. Yes, it is. 

Probably the greatest amount of foreign money that we have raised 
in the last 5 or 6 years has been in the United Kingdom. Our British 
affiliate has issued long-term debentures in the amount of something 
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over 40 million pounds. That is over $100 million. In addition to 
that, they have the usual access to short-term banking facilities in the 
London money market, which, as you know, is a very well-developed 
money market. They use the normal short-term facilities for working 
capital purposes. 

Our affiliate in Canada in the first place has a large Canadian owner- 
ship participation. They have sold additional shares, some to the 
parent company and some to the 30 percent minority shareholders in 
Canada, and they have also issued quite a sizable amount of Canadian 
dollar bonds. 

In West Germany we have had public issues and also issues placed 
through the banks and so forth. 

In the Netherlands we have rather important guilder financing in 
connection with a large refinery that we are building in Rotterdam. 

We have borrowed in Belgium in connection with refinery construc- 
tion in Belgium. 

We borrow from time to time in France, although there it has been 
somewhat more difficult in the last few years. The long-term market 
is very narrow. 

Senator Bratt. When you have these so-called partnerships, is the 
relationship generally friendly and cooperative? 

Mr. Cotxapo. Oh, yes. 

In general, we have found it possible to work with other oil com- 
panies and with private investors with perfectly normal investor 
relationships—I mean shareholder relationships. 

Senator Brain. But that is not true with the backward countries? 
They do not come in? They do not have the money, I suppose. 

Mr. Coxtiapo. Well, we have on occasion had local share issues in 
various of the less-developed countries. Take Latin America, which 
is sort of an intermediate position, and I noticed Mr. Nathan did 
not include Latin America in the strictly underdeveloped countries 
although they are certainly not in the advanced stage, most of them, 
as is Western Europe. In Latin America, where there are funds 
available and where there are investors interested and eager to par- 
ticipate, we have from time to time had particular enterprises in 
which they have participated, and those have generally worked out 
quite satisfactorily. 

There is one thing that I think I should mention in respect of the 
underdeveloped countries in general. The capitalists of those coun- 
tries are accustomed to much higher returns on their investment than 
we make. The kind of return that would satisfy us frequently is not 
regarded as remarkably attractive in those countries. 

Some of the enterprises that we find adequately remunerative do 
not attract very much investment in these countries. 

Senator Beaty. Thank you. 

That is all, Mr. Chairman. 

Senator Frear. Thank you, Senator Beall. 

I would like to state for the record that both the witnesses this 
morning would make excellent candidates for the Senate, as is evi- 
denced by their lengthy answers. We do not invite you, however, 
to become candidates, because we are rather jealous of our preroga- 
tives here. I will tell you this: That that is no criticism, but I think 
that isacommentary. I believe both of you have answered very fully 
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and in a manner that has been satisfactory to the members of the 
committee here so that it is educational and has, I believe, satisfied 
them in their quest for information. 

I did have a question or two, but since the chairman of the sub- 
committee has had to go I suppose I forfeit my right. I now pass it 
on to Senator Williams from New Jersey. 

Senator Witziams. Thank you, Mr. Chairman. 

I am glad to welcome an old friend and I trust a constituent, Mr. 
Collado. Do you live in New Jersey ? 

Mr. Cotxiapo. I was born in New Jersey, but I moved across the 
river to New York State. 

Senator WixiiaMs. It is all right for you to run for office in New 
York. 

I regret that I came in late, and probably the few things that I 
wanted to discuss have been dealt with. 

I just want to inquire to see whether it is in the record if we dealt 
with the problem of adjustment for those people employed in a com- 
pany that has either cut back or terminated operations within this 
country and transferred that operation to a foreign country—the 
problem of the adjustment of those workers and the responsibility for 
readjustment to other jobs. 

I think you did, did you not? 

Mr. Naruan. Yes, Senator Williams, I commented briefly. 

First of all, I would say this, Senator Williams: That it 1s appro- 
priate where circumstances arise, irrespective of whether the company 
has closed operations here and moved its operations abroad or whether 
the impact is adverse because of imports from other sources 

Senator WiiiiaMs. I wanted to deal with that, too. It is the same 
problem really. 

Mr. Natuan. I would say our most serious problem is one, first of 
all, of having relatively high levels of employment and relatively full 
employment in the economy, because then these adjustments become 
relatively feasible or practical. 

I myself feel that if we can maintain—and I think we will main- 
tain—sustained high levels of employment in our economy and then 
make some of these adjustments through the depressed areas type of 
bill or through specific adjustments in terms of retraining or reloca- 
tion of the individuals or reequipping of plants and special incentives 
of that nature, then I sincerely believe, Senator Williams, the problem 
will be completely manageable. 

Senator WiiuiaMs. And certainly in an area of full employment and 
diverse activity the adjustment is rather easily arrived at. 

Mr. Natruan. That is correct. 

Senator Wiiuiiams. I was in a community Sunday that lived in 
terror of the day when the zinc mine would close, because 90 percent 
of the people worked in the zinc mine. 

They closed not too long ago, and the terror never happened. These 
people just fitted into other parts of the economy in the area. 

But then if you get into a region where there is one industry, a big 
region, as we have seen, a depressed area could develop. 

We have been trying one way or another to get this idea of trade ad- 
j a ane around here, and we have it as part of the depressed 
areas bill. 
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That is all I have. 

Thank you. 

Senator Frear. Senator Javits? 

Senator Javirs. I am very glad to greet two old friends and one 
colleague. Dr. Collado and I are engaged in an effort to help the 
NATO countries, international economic cooperation. 

I am not a member of this subeommitee. I am grateful to the chair- 
man for the opportunity to question the witnesses, and I shall not 
intrude on the time of the committee. 

I did notice one interesting difference between your two statements. 
Dr. Collado, your statement concerns itself with Russian competition 
in terms of both public and private investment overseas. Mr. Na- 
than’s statement, on the other hand, does not mention it. 

Perhaps because I am so immersed in this field it struck me quite 
forcibly, and I wondered whether, Mr. Nathan, you would like to 
tell us what you think about it. 

Mr. Naruan. Senator Javits, I did mention in extemporaneous re- 
marks that I thought, frankly, rather than concern ourselves so much 
with the impact on American employment and production of Ameri- 
can private investment abroad, we ought to concern ourselves even 
more with what state trading is going to impose in terms of interna- 
tional trade by the Soviet sphere. 

But in terms of the investment area I certainly feel very strongly 
that American private investment abroad can be tremendously im- 
pone ant in the sense of demonstrating how free enterprise can do a far 
etter and far more constructive job not only economically but in terms 
of political consequences than the Soviet sphere can. 

Up to now we are just really beginning to see the impact of Soviet 
economic penetration. I have been in the Far East a dozen times 
in the last 7 or 8 years, starting back in 1951, when there was really 
no manifestation or evidence of Soviet economic penetration in terms 
of projects. Now we are beginning to see it. I would hesitate to 
say that American private business ought out of altruistic or patriotic 
measures go and invest in the underdeveloped countries in order to 
forestall Soviet domination. But I think it is incumbent on the Gov- 
ernment, however, to try to provide added incentives and inducements 
for American enter prise to go to these underdeveloped countries. 

I have no question myself, Senator Javits, but that—taking the case 
of India—our steel industry can do an excellent job there in terms 
of helping manage, helping install, helping equip steel industries. I 
think we can outdemonstrate and outproduce and outperform the 
Soviets in terms of steel mills and the like. 

But I think it will require some kind of Government inducements 
end incentives and Government assitance in order to get that done on a 
large scale. 

Senator Javits. I address this question to both of you. What are 
the personnel needs for any program of major foreign private invest- 
ment? Are they being met today ? 

In short, is the trained personnel, both in language and in orienta- 
tion, as well as in the particular skill required by the private investor, 
available today? Or is there a shortage of such personnel skills in 
this country for export in this way ? 

Mr. Coutxapo. I can only speak with any real knowledge I suppose 
about our own industry and our own company. 
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Ina - arge company such as our own, which has been doing this now 
for 75 years and which is pretty well established in most of the 
Seakilce of the free world, we have our own internal programs both 
for training Americans who go abroad as expatriates at least for part 
of their career, and, more importantly, the number of people being 
much greater, for training nationals of the particular countries. Be- 
yond that. there are some, should we say, internationalists who move 
about. They are not all Americans by any means. 

I would think that our internal arrangements for training, supple- 
mented of course, by the general educational facilities—for technically 
trained people you have to have the engineering schools and the uni- 

versities behind you—are in pretty g good s shape. 

We have not found it impractic: tble to take on new projects in new 
countries because of lack of personnel. 

Sometimes we get a little thin, but we are able to get by. 

I think that is generally true of the oil industry and most of the 
extractive industries abroad. 

I think when it comes to other industries that personnel is avail- 
able but not in great reserve supply. It is thin. It is like everything 
else. There is great demand for talent, and whenever you take some- 
body for one job you take him away from another job where he is 
already important. You have to move people up. 

Senator Javrrs. I was thinking more in terms of being ready for a 
job abroad in terms of orientation and language. 

For example, we are constantly told that the Russian agent or rep- 
resentative speaks the native language, knows all about the native 
culture, integrates himself in the local scene, and that the American 
rushes off to the nearest bar where somebody can speak English to 
him and is divorced from the local scene. 

That is what I am trying to get at. Do we need, in your opinion—— 

Mr. Couiapvo. I think the American rushing to the nearest bar is 
somewhat exaggerated, although I think we must admit that as you 
take the young men who come on to the market from the colleges, 
language training in the United States is certainly of minimum 
standards. 

I have just learned that our university at Cambridge that gave 
some of us at least our economic training has now eliminated the 
language requirement for the graduate degrees, and it came as a 
shock to me. 

A company such as our own, which is so heavily involved in for- 
eign activities, has made special efforts to look for people who have 
had language training before they come to us, and we also have in- 
ternal arrangements for giving language training to people who 
come into our employ. 

But I think this is a real problem when you get beyond the two or 
three standard western European languages, F rench, ‘Spanish, maybe 
German. The people who come to you with any real knowledge of the 
remaining languages of the world are almost none. You can train 
them in the field, and we do, but they do not come to you trained. 

Senator Javrrs. Would you say, therefore, that U.S. private busi- 
ness seeking to invest abroad ought to divert some of its attention to 
the education and training of personnel, especially in the less devel- 
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oped areas where they do have the more exotic languages and which 
apparently we are not on the whole ready to compete with ? 

Mr. Cotiapo. I think that is right, Senator Javits. 

We do make a very definite practice that when a man arrives in a 
new country he devotes a considerable amount of his first months to 
learning the language. But that isa little late. Probably better then 
than never though. 

Senator Javits. I do not want to intrude on the committee. I have 
just two other points I would like to cover. 

We hear a good deal about—in terms of the specific title of these 
hearings, “The Effect of Private Foreign Investment on U.S. Employ- 
ment, Profits, and Markets’—U.S. companies establishing foreign 
plants for the purpose of manufacturing the very things which they 
manufacture here and then sending them back into the United States 
as a Way in which to meet what is alleged to be a tendency to price 
ourselves out of world markets, either sending their products back to 
the United States or selling their export trade from foreign plants. 

I have heard of such plants being set up in Japan and in other 
places. 

Could you give us your view and comment (1) as to the seriousness 
of that problem and (2) as to the dynamics of it as you see it / 

Mr. Naruwan. I will start that, if I may, Senator Javits, 

First, I think that there is undoubtedly some of this taking place, 
and my suspicion is it will increase in magnitude in the years ahead, 
although one of the major reasons for this having been undertaken 
in some sense is being reduced, and that is the dollar problem. That 
is, as you get more convertible currencies, as a result of building up 
reserves, then the urgency of setting up plants abroad to find markets 
in the soft-currency areas diminishes rather than increases. 

On the other hand, I feel, Senator Javits, that the tendency for 
American business to go abroad even for this specific purpose is some- 
thing we ought not discourage, because I think that the world markets 
are increasing at a rate and at a pace as development takes place that 
the total demand increases substantially. This is something that we 
must take into account and must not think of in terms of a given sized 
market. which if met increasingly by production abroad means a di- 
minishing amount for us. It may be even an increasing amount, but 
it may be a decreasing proportion. 

I think that, further, as our American enterprise goes into these 
countries—let us say Japan and Hong Kong—and makes products 
and sends them back here or sells them in other markets which for- 
merly were markets for American-made goods, that in a degree we 
increase living standards, we increase the demand for higher wages, 
we perhaps narrow this wage differential, and I think the whole im- 
pact is wholesome. 

My own feeling is that there is no danger whatsoever of a phenom- 
enal exodus from the United States of American enterprise to get 
the benefit of lower wages abroad which will denude us of enterprise 
and industry and result in our becoming a second-rate economic na- 
tion. 

I just think that is a danger that is phenomenally exaggerated. 

Senator Javits. This is my last point. Some authorities see the 
United States facing a rather serious economic crisis in the following 
terms: The fact that it is in the national interest to stimulate private 
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interests abroad—I have no doubt that we will pass some bills that 
will help, whether it is the Boggs bill or action in some other areas 
over which we have control—and the fact that the less-developed areas 
seek, first and foremost, industrialization to some extent. There is a 
tremendous stimulus of activity in other industrial nations, notably 
of Western Europe and Japan. In Western Europe there is the added 
factor of the European Common Market which may work adversely 
to us in a short time in terms of our own exports. 

Does all of this combination of circumstances indicate that there 
will be a period of time measured in years when the United States 
will essentially be investing hazardously, putting out substantial 
amounts on credit, until all of these balances can right themselves? 
Until there is higher consumption in the less-developed areas thereby 
soaking up more goods ade by us as well as by others and even 
helping the Europeans who are expanding their production markedly 
also to have foreign markets? In short, should the American public 
be prepared so that it is not discouraged by the vision ahead for the 
next 5 to 10 years, which may show some drop in our exports at the 
same time that we are investing more heavily—and should be invest- 
ing more heavily—and not panic over the fact that the United States 
is retrogressing in the economic picture? Will it not take a little 
time for all these things to take effect? Money is the only way that 
we can beat the Russians who have an idea and a type of discipline 
juxtaposed to the terms of our moneys and development of credit. 

You both are so well versed in this field that I have put it in cap- 
sule form, but I would appreciate your comments. 

Mr. Naruan. It is my feeling that in the next 10 years our exports 


will grow, not become stagnant and shrink. Especially — goods 


exports will experience very substantial increases over this period. 
On the other hand, I think we will face increased competition in our 
domestic markets and in foreign markets for our exports. But I do 
not agree that the degree of increase in competition in our production, 
both in foreign markets and here, will be such as to create any signifi- 
cant problems. 

What I do feel is that there is a great danger in the next few years 
as we face more intensive competition abroad that we may get panicky 
and move toward a protectionist policy and run away from stimulat- 
ing foreign investments. This would be most disastrous. 

Senator Javirs. In other words, would you say that the vehicle 
which will balance out that picture is being prepared for by very 
extensive foreign investments and foreign readin to sustain us 
through this trough period in capital goods exports, as against the 
day thereafter when standards of living rise in these countries and 
we can again go back to consumer goods export ? 

Mr. Narnan. I think in this consumption period we will not have 
that nicely marked delineation of time periods, but I certainly believe 
that in the next 5 to 10 years we ought to extend credits and extend 
aid and stimulate and provide incentive investment. It will be most 
helpful. 

Senator Javits. I am very grateful to the chairman for permitting 
me to take the time of the committee on this, but I think the Chair 
knows this is rather a specialty of mine. 





U.S. PRIVATE FOREIGN INVESTMENT 85 


Senator Frear. We are glad to honor the Senator from New York. 

Senator Javirs. Would you gentlemen consider it practicable to 
perhaps work something out in the way of facts and figures for this 
subcommittee which might be helpful in any report it made to bring 
out these facts which we have been discussing in generalities to the 
public which needs to be apprized of this and made aware of it; or is 
that just too massive an undertaking? 

Mr. NarHan. The Department of Commerce, as you know, is now 
in the process of making a huge survey of private investment abroad. 
I do not know when that is scheduled to be completed, but they are 
in the process of making this very intensive analysis, and I think it 
will be available soon. 

Senator Javirs. I have another suggestion. We have a provision 
now in the Mutual Security Act which is based on an amendment of 
my own which calls for periodic studies on this subject. There was 
a provision for one study; it has now been developed so as to provide 
for periodic studies. Would you be able to furnish us for the record 
any guidelines, any areas of inquiry which you would think would 
be peculiarly useful to this subcommittee to be made by the Govern- 
ment departments concerned, which would be Commerce and State? 

Mr. Cotuapo. Yes, sir. 

Mr. Naruan. I would be very happy to. 

Senator Javits. Thank you, Mr. Chairman. 

Senator Frear. You are surely welcome. 

I will ask you some questions. I think you can answer them either 
“Yes” or “No.” Mr. Nathan, do you believe in the organization for 
trade cooperation? Do you think a law should be passed initiating it? 

Mr. Natruan. Yes; I do. 

Senator Frear. Mr. Collado? 

Mr. Cotxapo. Yes; I do. 

Senator Frear. Do you believe in free trade? 

Mr. Narwan. As an ultimate objective, subject to security consid- 
erations; yes. 

Mr. Cotxapo. That is an excellent definition of my position. 

Senator Frear. Apparently I cannot stimulate any argument. 

Do you believe in protective tariffs ? 

Mr. Naruan. I would say, Senator, only for security purposes. I 
would suggest that one cannot go from a high tariff position to a low 
tariff position overnight without calamitous consequences, but I do 
believe the ultimate objective ought to be, subject to security consider- 
ations, removal of tariffs. I might say one thing 

Senator Frear. That is beyond the yes-or-no limitation. 

What would you say, Mr. Collado? Would you agree ‘ 

Mr. Cotxapo. I agree with my friend. 

Senator Frear. We have 100 percent cooperation. 

Mr. Narnman. It is hard to get a discussion on a yes-or-no answer. 

Senator Frear. I will give you another chance. 

Mr. Naruan. I was going to say this: I think there are circum- 
stances under which protective tariffs are justified. 

Senator Frear. By industry, do you mean, Mr. Nathan, or nation- 
wide? 

Mr. Naruan.-No; I would say by industry. In other words, if the 
really underdeveloped country, as it tries to introduce a new enter- 
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prise and is really very deficient in management efficiency, in a sense, 
without some temporary protection it just cannot get started. I think 
protective tariffs of a temporary nature are justified. 

Senator Frear. Just to follow up an idea that was presented by the 
Senator from New York, in our technical assistance programs—this 
question can be answered by either or both of you—is it or is it not 
true that when we send assistance in the nature of manpower for tech- 
nical projects to underdeveloped countries that our people devote 100 
percent of their time to the objective for which they were sent from 
this country, namely, technical assistance? Is it or 1s it not true that 
the technical assistants offered by Russia and the Communist countries 
spend 25 or 50 percent of their time on technical assistance and the 
remaining part of their time selling communism to the underdeveloped 
countries ? 

Mr. Cottapo. Senator, I do not know that I can really answer that 
question with any factual background. Certainly, that has been al- 
leged by people in the field who are presumably competent. 

Senator Frear. I was thinking of the vast experience of your com- 
pany in the world. Of course, I recognize your position may be lim- 
ited to that company which you represent here as treasurer. But 
Standard Oil goes around the world. 

Mr. Cotxiapo. There is certainly considerable evidence that what 
you say is true. 

Mr. Naruan. I would just say this, Senator Frear. In the last 8 
years my firm has had at least 50 people abroad as economists, in 
advisory capacities, in various countries. I honestly believe a very 
substantial portion of our people have done a good job in trying to 
sell freedom and free enterprise in addition to doing a good technical 
job and trying to explain how our economy works and the benefits 
of competition and the benefits of freedom. I have no doubt myself, 
Senator, that, carefully trained and carefully oriented, the American 
people, without engaging in straight propaganda activities, can do a 
tremendously constructive job in selling the concepts of freedom and 
free enterprise. 

Senator Frear. Personally, I think you are entirely right. 

Mr. Cotiapo. Could I add a little on that? It seems to me that one 
of the very great things which I was trying to call the role of the 
entrepreneur is not just the narrow management of a particular enter- 
prise, it is the whole concept that we have in the United States of mar- 
kets, of profit margins, of how to run a company, how to try to expand 
to larger markets with narrower profit margins. If we have planted 
all around the world competent businessmen, by that type of thinking 
they will necessarily make an impression on those economies. 

One of the most important changes in many of the underdeveloped 
countries of the world is the whole concept of an expanding market 
and an expanding economy, which was not in the thinking of many 
of these people some years back. I will agree entirely with Mr. 
Nathan on that point. It is a sort of unconscious propaganda. 

Senator Frrar. But very effective. I believe sometimes it may be 
more effective than deliberate propaganda, 

I think a point on which your company may be highly compli- 
mented is Iraq. I believe that had not the business efficiency of your 
enterprise and your associates been so predominant among the people 
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of Iraq that you would not now have the concessions that you do in 
Iraq. I think they would have immediately gone over to the Com- 
munists. But I am confident that the experiences of your people 
there have given them enough examples to realize that the capitalistic 
system is one of prosperity “for all and not for a few top individuals, 
even though I admit that the Standard Oil Co. has been rather suc- 
cessful financially. 

One final question: Are either of you alarmed about the loss of gold 
in our reserves or the dropping of our supply of gold from $25 billion 
to $20 billion ? 

Mr. Naruan. I am not, sir. 

Mr. Cottapo. I am not, sir. 

Senator Frear. Are you thinking in terms only of the investment 
of dollars abroad and the income from investments abr oad, or are you 

taking into consideration, when you answer this question, ‘the oppor- 
tunity of depleting our gold reserves by foreign-aid grants? 

Mr. Naruan. I would: say, Senator, there is very, very little danger 
of depleting our gold reserves through our aid investment program. 
I think that a further substantial decline over the next few years 1S 
highly unlikely. There may be some modest further decline, but I 
do not see any decline in prospect of a measure that is of major con- 
cern. For instance, if during this period we were to, say, continue 
substantial aid in the nature of NATO aid to the developed countries 
and they merely accumulated reserves and did not engage with us in 
aiding the underdeveloped countries, there might be a 1 significant de- 
cline. But I suspect as Western Europe’s reserves acquire a comfort- 
able and a self-satisfying level, we are going to find an enlarged flow 
of capital from Western European countries into the underdeveloped 
countries, as well as our flow. 

Senator Frear. Mr. Collado? 

Mr. Cotiapo. I would agree with everything Mr. Nathan has said. 
I think that one can never ignore evidence of ‘change i in our own in- 
ternal economic situation, and I think we must recognize that we are 
in a world in which we have strong competitive nations. We have to 
pay a little attention to how we handle our internal affairs, and if we 
handle our internal affairs foolishly, then this gold problem might in 
time become a symptom of something that was more dangerous. 

Senator Frear. Our military expansion abroad and our Govern- 
ment grants and loans normally would result in a depletion of our 
gold reserve rather than any addition, would it not? 

Mr. Narnan. Not necessarily. 

Mr. Cotiapo. No. 

Mr. Natuan. It depends upon what they do in terms of their own 
resources, For instance, if we were to arrive at a point where we were 
supporting the military operations of the Western European coun- 
tries more fully and they were supporting their military operations 
relatively less proportionately and were saving, in a sense, their own 
resources thereby and manifesting that in terms of accumulated re- 
serves, it could lead to a serious depletion of our reserves. 

Senator Frear. Is that not true now, with the possible exception 
of Germany ? 

Mr. Narnan. It is true, Senator, except I do not know whether one 
could conclude that the Western European countries have for any 
substantial period of time accumulated a healthy level of reserves. 
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This is a relatively recent phenomenon. Do not forget it was just a 
couple of years ago when they were in real trouble on reserves. I 
think we have to give this a little time to work its way through. 

I have serious doubts whether we are going to see a piling up of 
huge reserves in the Western European countries and have the kind 
of feeling that occurs in underdeveloped countries: “If we have a lot 
of reserves, we are very wealthy.” I do not like to use illustrations, 
but I can give one. Burma is an illustration of where we served as 
economic adviser for 8 years. We went therein 1951. They had had 
a very satisfactory rise in prices. At the end of the war prices of 
rice were fantastic. As a result of that they built up huge foreign 
exchange reserves. They were spending nothing for development, 
nothing for import of equipment, and they felt they were very rich. 

I remember one of the first talks I had with one of their officials. 
I told him they reminded me of stories we read in the American news- 
papers, for instance, of two old ladies who were sisters and lived in a 
fine house and starved to death. When the police came to investigate, 
they found suitcases and mattresses full of money. These people 
thought they were rich and they starved to death. 

I do not think this is the kind of behavior that one can expect from 
the Western European countries, and I think as they feel confident 
they will have more feeling for investment and more assumption of 
responsibilities by themselves. 

Senator Frear. Do you think there will ever be any significant 
standard other than the gold standard on which countries can operate ? 
Will there be any other metal or anything that you may want to men- 
tion that will become the standard ¢ 

Mr. Natuan. Not likely. 

Senator Frear. You think the gold standard has been successful 
for a sufficient length of time that 1t probably will be the one measure 
by which countries can be valued in the future ? 

Mr. Narwan. Really, I think it will probably continue to be the one 
measure, but 1 believe we are moving more toward managed curren- 
cies than fixed gold standards very substantially, and I think we will 
continue in that direction. 

Senator Frear. Yes. I think managed currency alarms people, 
too. 

Mr. Narwan. Oh, yes, it does. 

Senator Frear. Maybe not all, but some. 

Would either of you have any objection, since the similarity of your 
ponte of view has been a revelation to me and perhaps to other mem- 

rs of the committee, knowing the background of Mr. Nathan and 
the background of Mr. Collado, if a recommendation were made to 
the President of the United States that you two gentlemen proceed 
to the Hotel Roosevelt in New York and take up the steel negotiations? 
I believe you people representing, you, Mr. Nathan, labor, and you, 
Mr. Collado, industry, could do a much better job than is now being 
done in New York, and I think we could have a satisfactory conclu- 
sion to the steel difficulties. 

Mr. Natnan. I would be very happy to offer my services. 

Senator Frear. The committee will stand in recess until 10 a.m. 
tomorrow. 

(Whereupon, at 11:48 a.m., the subcommittee was recessed, to be re- 
convened at 10 a.m., Wednesday, July 15, 1959.) 
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WEDNESDAY, JULY 15, 1959 


U.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON INTERNATIONAL FINANCE, 
Washington, D.C. 
The subcommittee met, pursuant to recess, in room 5302, New Sen- 
ate Office Building, at 10:05 a.m., Senator J. Allen Frear, Jr., pre- 
siding. 
Present: Senators Sparkman, Frear, Proxmire, Muskie, and Beall. 
Also present: Senator Javits. 
Senator Frear. The subcommittee will come to order. 
The first witness this morning is Mr. Charles W. Stewart. 


STATEMENT OF CHARLES W. STEWART, PRESIDENT, AND A. B. 
VAN DER VOORT, ECONOMIST, MACHINERY AND ALLIED PROD- 
UCTS INSTITUTE, WASHINGTON, D.C. 


Mr. Stewart. Good morning, Senator. 

Senator Frear. Good morning. Please identify yourself, Mr. 
Stewart, and your associate. 

Mr. Srewartr. My name is Charles W. Stewart. I am the presi- 
dent of the Machinery and Allied Products Institute and the chairman 
of our affiliate organization, the Council for Technological Advance- 
ment. My associate is Mr. A. B. van der Voort, an economist on 
our staff. I have asked him to sit with me this morning, since he 
is more familiar with some of the statistical series in this field than 
I am. 

I should say a word by way of introduction of the institute. We 
represent the capital goods and allied products industries of the United 
States and are engaged in economic and business research. 

Your staff director has suggested some reasonable time limits on 
oral testimony. With this in mind it might be useful if I merely 
referred to certain portions of this written statement, went through it 
quickly and emphasized central points. 

Senator Frear. All right, and your entire statement, Mr. Stewart, 
will be made a part of the record. 

Mr. Stewart. We would appreciate the full statement being made 
a part of the record. 

fr. Srewarr. At the beginning of our statement, we read into Sen- 
ate Resolution 105 certain specific questions which we think are im- 
plicit in the inquiry. They follow logically from the purpose of the 
hearing, and I do not think I need take time to read the full text of 
those questions. 
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We turn, secondly, to certain broad data on private investment 
abroad, both with respect to current figures and trends. I do not 
think it is necessary to repeat all of the detail in connection with 
that data, except to indicate that information is furnished on the 
book value of U.S. direct investment in manufacturing abroad show- 
ing the trend from 1950 through 1957, and some other measures of for- 
eign investment activity, including data on sources and users of funds 
available to U.S. oversea enterprises, which are given on page 3. 

Income from foreign investments is pertinent, as Mr. Collado 
pointed out yesterday, and those figures are furnished in brief on page 
3. 

We suggest also that certain additional information might be use- 
ful to the committee, although we are not in a position to furnish 
it on an overall basis, with respect to shipments from U.S. subsidi- 
aries and affiliates overseas as well as employment figures abroad. 

I would like to call your attention particularly to the data on page 
4 with respect to the U.S. export position in world markets. Reading 
from that portion of our statement, we point out that— 

The most recent figures available from Department of Commerce sources cover 
the year 1958 plus the first quarter of 1959. In 1958 U.S. merchandise exports, 
excluding military, dropped to $17.4 billion from $19.4 billion in 1957. As far 
as the capital goods industries are concerned their exports in 1958 declined to 
$4.2 billion from $4.4 billion in 1957, a year-to-year percentage decline of ap- 
proximately 5 percent. As far as the first quarter of 1959 is concerned, season- 
ally adjusted total U.S. exports for the first quarter of this year are about $1 
billion less at annual rates than total exports for 1958. This represents a year- 
to-year decline of 6 percent, so that the decline is continuing into 1959. 
Turning “to capital goods exports for 1959, seasonally adjusted ex- 
ports of these products in the first quarter total $3.7 billion at annual 
rates, a decline of 7 percent from the $4 billion total for 1958.” 

Senator Frear. Does this decrease of 5 and 6 percent cause you 
any particular concern or alarm ¢ 

Mr. Srewart. Yes. The trend, the causes, and the underlying 
problems do cause us alarm, as I shall point out in some detail. 

Senator Frear. All right. 

Mr. Stewart. I do not think, however, that it is fair to concentrate 
on a Single year or a single quarter, because sometimes swings, as in the 
case of the Suez period, are explainable by extraordinary circum- 
stances. 

Another statistical series is of interest, namely, data on share of 
machinery exports in world markets by the United States and selected 
European countries. We have done a good deal of work in this field, 
and it really is of more significance than looking at the export figures 
by themselves. Figures go only through the first half of 1958, but 
they show a decline in the U.S. position from 45.4 percent in 1953 
to 40.1 percent in the first half of 1958 based on current dollar values. 
These are machinery exports. These signals of a worsening position 
for U.S. exports in world markets become even more serious when we 
recognize, as we shal] develop in a little more detail later, that the 
productive efficiency of competitor nations, particularly in Western 
Europe, has greatly increased in the last year or so and further in- 
crease is expected. 

Senator Proxmire. May I ask you at this point, in regard to these 
figures that show a declne from 45.4 to 40.1 percent in the U.S. share 
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of machinery exports, whether or not this represents an actual dollar 
decline in constant dollars, or whether the world market is so ex- 
panded that it represents an increase but the proportion of the United 
States has declined ? 

Mr. VAN per Voort. It represents in large part a smaller share 
of the growing total volume; that is, the absolute volume is increasing 
throughout most of the period, but it is a smaller share of a world 
volume which is increasing even faster. In other words, our rela- 
tive competitive position has been slipping. 

Senator Proxmire. As a matter of fact, then, in 1958 machinery 
exports were larger than they were in 1953 in constant dollars, is that 
correct ? 

Mr. Van per Voort. These are actually current dollar figures, but 
in constant dollar figures that is also true. 

Senator Proxmire. Either way, as long as it is understood. 

Mr. VAN DER Voort. Yes. 

Senator Proxmire. Thank you. 

Mr. Srewarr. What we are trying to do here is point out the 
competitive situation. 

Senator Proxmrire. It is an excellent point. I just wanted to be 
sure I understood. 

Mr. Srewart. I won’t comment in detail on point No. 4, because 
the subject of international payments is a complicated one and has 
been dealt with in some detail in the Joint Economic Committee hear- 
ings. I did call attention through this testimony to some of the 
Department of Commerce data which we think is significant in 
the context of these bearings. 

Having in mind the data which I have attempted to skim over in 
the interest of time, now I would like to point to some broad conclu- 
sions which I think are more important than the figures by themselves. 

There is no question that U.S. direct investment abroad is being 
stepped up. The aggregate figures show a fairly sharp percentage 
increase year by year since 1953, except for 1 year. Our own impres- 
sions, based on a very active interest in international trade matters 
and considerable research and attention to operational problems in 
this field, which is spearheaded by an organization we call the MAPI 
International Operations Somneal. a group of experienced operating 
executives, reinforce this general conclusion. As a matter of fact, as 
Senator Proxmire pointed out in his statement on the floor when he 
introduced the resolution, if you take certain product lines, this situa- 
tion is even more definite, as, for example, in machine tools or to some 
extent farm equipment. 

At the same time the U.S. export position is deteriorating. This, 
again, can be stated in general terms, but I think it is more important 
to recognize that in many product lines the deterioration is greater 
than the general figures show. This could be explained insofar as 
‘apital goods are concerned by several factors characteristic of such 
production, including the high labor content, the relatively large 
amounts of money that are involved in sales, and the great importance 
of credit terms, the generally nonrepetitive character of capital goods 
sales, and the emphasis which is being placed in this area in competing 
countries. 
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We have referred to the trade imbalance, which we will not detail 
here. 

Senator Frear. This position, however, apparently does alarm you 
or give you concern ¢ 

Mr. Srewarr. It does. I am merely trying to compress the oral 
presentation. 

We feel that if you look at these figures without reflection and 
without thoughtful consideration of the whole perspective, you might 
feel that they dictate very drastic medicine. It is our opinion, how- 
ever, that we need to achieve balance in this field and not draw extreme 
conclusions. I think, for example, that the quick expression “export 
of jobs” can be misleading, as I shall point out in a moment, because it 
does not necessarily follow that you are exporting a job which pres- 
ently exists in the United States. You may be creating a job abroad 
which, because of international competition, has already been lost in 
the United States. 

Basically, it cannot be argued, we feel, that investment abroad, even 
at the accelerated rate demonstrated, necessarily means a proportion- 
ate loss of investment in the United States or in U.S. employment—I 
emphasize “proportionate.” Similarly, it cannot be argued that in- 
vestment abroad is automatically bad in the net for the U.S. economy 
overall and for the individual industries which participate in that 
move. 

We got some very substantial benefits from investment abroad. We 
know in capital goods that many companies have weathered the reces- 
sion more effectively than they might have otherwise because of the 
fact that they have investment and resources abroad. We know that 
there has been a cutback in employment in these industries during the 
recession, but the cut might have been even deeper had it not been for 
resources available to them through an international type of operation. 

On Monday Mr. Cross pointed out that some countries enter the 
field of international investment with the direct intention of supply- 
ing components from the United States to their foreign base manu- 
facturer and in turn get valuable technological know-how from our 
friends in the free world. U.S. foreign policy objectives related to 
private investment abroad are well known and need not be detailed 
here. Thus, in our judgment, we should look at this field as one 
which creates opportunities as well as problems. 

We do not blink the problems, however. Even evaluated conser- 
vatively, we feel that this trend of foreign investment may in some 
respects have serious implications which need to be looked at. We 
particularly are concerned about the export position of the United 
States. The Institute believes that it would be helpful if out of this 
hearing would come some effort to balance policy, nationally speaking, 
governing investment abroad versus policy affecting our export trade. 
If we can achieve a better balance with reference to these two national 
policies, a contribution will have been made. 

I have suggested, at least impliedly, that this move abroad is to a 
large extent a defensive mechanism because of the loss of export posi- 
tion. Why is this factor present? I think that the “why” is just as 
important as the background facts, if not more so. 

Por some time there has been a substantial differential between 
labor rates in the United States and abroad in most product lines. 
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For many years we were able to compete internationally in the face 
of that wage differential for one or a combination of reasons, includ- 
ing product development, favorable delivery schedules, effect of the 
wars on the European productive machine, and so on. That wage 
differential still exists. There is some dispute as to whether it is 
getting worse, whether it is stabilized, or whether in some countries 
it might have improved somewhat relatively. But it is being aggra- 
vated currently by increased foreign productivity, modernization 
programs in productive plants abroad, installation of automation 
techniques, and a very ocak and progressive attitude toward 
product development. To put it another way, the U.S. industrial 
lesson has been taught very well outside the United States. 

From the standpoint of labor costs, this country is in a bad com- 
petitive position internationally. I do not think we need document 
that insofar as wage rates are concerned, but I do feel we need to 
underline a point which Mr. Cross made on Monday—the problem is 
not confined to the structure of rates. Restrictive practices on full 
utilization of new and modern equipment or on its installation, re- 
strictions on subcontracting to achieve economies, restrictions on 
transfer of work from one plant to another in a multiplant company 
and the usual range of featherbedding or makework projects are all 
a part of this problem of cost competition internationally. I use the 
term “featherbedding” in a general sense. These are the industrial 
facts of life. Labor cost in its full meaning is a primary reason why 
you have seen this move on the part of American industry accelerated. 

Let us turn to Government attitudes and Government policy. Most 
of our Western friends have been international trader nations for 
generations. Their policies are oriented to this kind of commercial 
environment. Their governments encourage exports and interna- 
tional trade by a whole range of incentives and by removal of road- 
blocks that might have existed in the past. There are tax incentives 
applicable to foreign business in foreign countries. There are some 
countries in Europe that grant direct tax rebates on exports. Most 
assist in providing credit facilities or underwrite export credit insur- 
ance. Most foreign countries authorize operations abroad by inter- 
national consortiums which would violate U.S. antitrust law. 

I am not suggesting we change our antitrust laws necessarily. I 
am merely trying to develop the framework of this competitive 
picture. 

Thus, in general, it is the policy of most competing nations to en- 
courage, to support, and, in some situations, directly to subsidize 
their international trade in a commercial sense. 

Where do we stand in this competitive race as a nation? What is 
the U.S. commercial trade policy? Let us think about that for just 
a second. What is it? We have a policy on foreign aid, we have a 
policy on industrialization of nonindustrialized countries, we have 
a policy on the control of East-West trade. We apply antitrust laws 
on an extraterritorial basis. We have a number of fragmentary poli- 
cies that touch upon foreign trade. But what, affirmatively speak- 
ing, is the policy of the U.S. Government with respect to the position 
of U.S. industry in international commerce? I submit there is no 
such overall integrated policy. We do not provide through the Gov- 
ernment adequate credit facilities, and commercial banking facilities 

43528—59 —7 













































































94 U.S. PRIVATE FOREIGN INVESTMENT 





do not fill the gap. Tax treatment of foreign source income is con- 
fused, cumbersome, inequitable in application, and is a positive 
deterrent to our international trade position. 

Senator Frear. Are you in favor of H.R. 5? 

Mr. Srewarr. The Institute in public hearings has supported the 
enactment of that portion of H.R. 5 which would provide for foreign 
business corporations. We endorse this proposal without any limita- 
tion on exports to underdeveloped countries. 

Senator Frear. Separation by country ? 

Mr. Srewarr. No, no separation; worldwide application. 

Senator Frear. Yes. 

Mr. Srewart. I ant say on that point that this is a very good 
example, Senator Frear, of the ional am developing. When H.R. 
5 was originally sone on the point of the foreign business 
corporation there was no limitation with reference to underdeveloped 
countries, although there was, because of a technical definition of 
foreign source income, some implied limitation as to exports. Partly, 
as I believe, because of fiscal considerations and partly also because 
we gravitate to implementation of U.S. policy on underdeveloped 
countries almost automatically so that sometimes the “tail wags the 
dog,” the executive de _partments proposed limitations through ad- 
ministrative recommendations. As a practical commercial matter, no 
company that I know of in international commerce will use a foreign 
business corporation with a limitation to underdeveloped countries 
and with an exclusion of exports when it already has available to it 
the foreign based corporation under present law. 

This, to me, is just a further illustration of the fact that we do not 
get practical thinking in Government on the matter of our foreign 
trade commercial policy, and we need a good deal more of it. One 
of the reasons we do not get it, further to comment on Senator Frear’s 
question, is that we are not properly organized for it in Government. 
We are fragmentary or splintered in Government organization in 
the foreign field. We have an Export-Import Bank, but we create 
a new export lending agency every time Uncle Sam turns his face in 
a different direction in the world. We have a tax policy affecting 
foreign trade vested in Treasury. We have Commerce without, in 
my judgment, the kind of integrated and leader ‘ship attention to this 
problem that I am urging. Foreign commercial policy is assigned 
in the junior Cabinet with the Assistant Secret: ary of Commerce for 
International Affairs. We are largely confused and mixed up, and 
we have a proliferation of Government agencies without any focus 
on national policy in the area of international trade, in my judgment. 

Senator Frear. Of course, I must agree with part of the statement 
you have made. There must be a solution to this problem. Do you 
have anything to offer as to how you think the different Gover nment 
agencies could coordinate to agree to make our policies more pro- 
nounced and more effective ? 

Mr. Stewart. I might be somewhat inconsistent in suggesting that 
we create a new agency to sit on top of all of these pr ‘oblems and 
cognizant agencies. However, from an organizational standpoint I 
think the main point is that at the highest level of our Government 
in the executive branch, we need to have a central point of focus, be 
this by directive to the Secretary of Commerce, to give this matter 
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of international commerce more than just Assistant-Secretary level 
attention, or be it some kind of an organization at White House level 
which will bring together the various tangential agencies, in many 
instances inconsistent in policy. For example, in the case of Export- 
Import Bank we have a U.S. source policy, and in ICA and the 
Develapment Loan Fund we have a worldwide procurement policy. 

As to how this reorganization could be worked out I have no pat 
solution, but I am confident of one thing, that a focal point is neces- 
sary at the highest level in the executive department. 

Senator Frear. Mr. Stewart, do you not think the present adminis- 
tration is centralized in its direction of policy? Do you not think 
that the State Department tells the lending agencies and the Depart- 
ment of Commerce what they want done? 

Mr. Srewarr. I do not think the State Department, which is pri- 
marily an agency, as I heard Mr. Dillon say before the Ways and 
Means Committee the other day, addressed to diplomatic considera- 
tions, can focus on the commercial problems that I am referring to. 

Senator Frear. You may have heard Mr. Dillon say that, but quite 
to the contrary, are they not doing it? 

Mr. Srewart. They are doing it to some extent in the areas of 
foreign aid. 

Senator Frear. Is it limited to foreign aid? Do you think that the 
Export-Import Bank and this new Development Loan Fund that is 
being set up and to some extent, yes, even the International Bank 
and International Monetary Fund function completely independently 
of Mr. Dillon’s agency ? 

Mr. Srewart. ‘To the contrary, I know they do not. 

Senator Frear. All right, sir. Thank you. 

Mr. Srewart. And this is part of the problem that I refer to. Not 


to indicate, however, that diplomatic considerations should be outside 


of these matters of policy. My point in summary is that we have 
not focused sufficiently on the practical international commerce im- 
plications of some of these questions. 

Let us take a few examples to illustrate in terms of specific policies 
the points that I have just made in general language. 

I have referred to the Boggs bill and I think I need say little more. 
We favor the foreign business corporation concept unrestricted as to 
exports or as to the countries that are involved. There are many 
other problems in the foreign-source-income area, as, for example, 
administration of the Western Hemisphere trade corporation provi- 
sions which discriminates against companies that are relatively small 
and do not have warehouses abroad. But it would be unfair to take 
your time with that kind of detail. 

Senator Frear. Yes; but do you not think, Mr. Stewart, that the 
Western Hemisphere Trade Agreement Act in its beginning was 
limited to certain scopes or certain phases and it was not the inten- 
tion then, nor do I think it is now, to limit it to certain companies? 
I think the framers of that act were at least trying to think that they 
were going to do something, either then or eventually, not limited to 
large ‘businesses, but that where small business could be favored they 
would be, perhaps even to a greater degree than the large companies 
who already may have been in a financial position to put their plants 


in the Western Hemisphere, that is, in South America and Central 
America. 
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Mr. Srewarr. That may be a fair observation, except that I do not 
believe we should lose sight of the fact that the transfer of title prob- 
lem—a technical question—and the incidental purchase problem—a 
technical question—the latter affecting large as well as small con- 
panies, are examples of the kind of impractical administration in a 
field affecting international commerce that needs attention, in the 
manner which I have described. 

Senator Frear. I can see that, too. Of course, the transfer of 
title was put in for a specific purpose. Maybe it did not accomplish 
that purpose. 

Mr. Stewart. Gentlemen, in the export credit field I think that a 
word of commendation should be said as to the Export-Import Bank. 
I do not want any comment that I make on this matter to reflect on 
the performance of that bank within its charter and within its scope. 
I do feel, however, that there are certain credit facilities that are not 
available through the Export-Import Bank, particularly in areas of 
the world where the Export-Import Bank is concerned from a finan- 
cial standpoint. Yet in those same areas of the world the develop- 
ment that is being proposed is most essential to the user countries and 
the business is most difficult to close as far as the American exporter 
is concerned, to some extent because of credit competition supported 
by competitive nations. 

Senator Frear. Mr. Stewart, I must agree partially with what you 
have said, because I think it is true. However, the Export-Import 
Bank certainly has to operate within the limitations of its charter, and 
it was designed to solve a specific problem and to give advantage, 
certainly, to American manufacturers, jobs, and employment, and so 
forth. It is hampered in certain instances in underdeveloped coun- 
tries where it might be of greater assistance. 

You mentioned a moment ago that maybe we should have a super- 
agency to coordinate the efforts of all of these export and lending 
agencies abroad that we have. Did you ever think that maybe one 
solution could be to change the charter of the Export-Import Bank 
to really provide assistance in the underdeveloped areas as I think 
you have mentioned, and which perhaps has been in the minds of other 
people? 

Mr. Stewart. That possible solution should be explored very care- 
fully. I tried to make it clear that I was not implying a criticism of 
the bank within its charter, within its scope. 

Senator Frear. You surely did. 

Mr. Srewart. But I do believe there is an area of credit facilities 
that is not tapped by the Export-Import Bank, perhaps for a very 
good reason in their administrative judgment, that is tapped by com- 
petitor nations in world trade and that we need to study it. And I 
think, in all fairness to the Government, that the gap is not being 
filled by commercial banking. Commercial banking needs to be en- 
couraged to the utmost to help fill that gap. 

Senator Frear. Perhaps you do not want to say it and I guess 1 
should not say it, but nevertheless, I believe that commercial banks 
have been a bit derelict in helping to solve a problem that has been 
very evident to them, as witnesses before us have testified. 
ae ener. I will be glad to confirm it. I have no question 
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Senator Frear. All right. 

Mr. Stewart. These are random examples. Let me cite another 
one in a more exotic field, technologically speaking. Under the Atomic 
Energy Act there are certain provisions which govern patents. Com- 
pulsory licensing has recently been reauthorized. We also have a 
problem of Government claims of prior art which puts the American 
manufacturer in this field in a very difficult position with respect to 
acquiring clear patent rights. In ‘turn, his position with respect to 
protecting himself abroad is seriously jeopardized. 

Senator Frear. Excuse me, but I did not quite understand your 
statement on compulsory patent rights. 

Mr. Srewarr. There is author ity under the Atomic Energy Act for 
compulsory licensing. It has not yet been utilized. Perhaps largely 
because from 1946 through 1957 no patents in the reactor field have 
been issued to any person other than AEC although 555 applications 
for such patents have been filed by private persons in the reactor field. 
Also, the manner in which the patent procedures are set up under the 
Atomic Energy Act make it difficult for an American company 
to obtain clear patent protection within the United States, and at the 
same time, because of that problem it is difficult for him to protect 
himself internationally. 

Senator Frear. I am not on the Atomic Energy Committee, and I 
am sure I am not as well briefed on this as I should be. I know you 
have studied it. Because of the amount of money the Government has 
put into the development of atomic energy and its uses, for peacetime, 
domestic, and for war uses, I have alw ays thought personally that the 
original patent should be held by the Federal Government. It has 
spent the money on it. This would also protect for the future many 
companies, smaller ones particularly, which have not had the ad- 

vantage of getting any money from the Government for experiment 
and research and development. On the other hand, I have heard— 
maybe you can substantiate or deny this—that some of the larger com- 
panies have applied for thousands of patents on which the experiment 
and research has been paid for by the Federal Government. These 
larger companies may get these patents. In that event, in my opinion, 
small business in this country in the future will be denied the use of 
these rights, until the expiration of those patents, either for domestic 
or export application. Do you have any ideas that you want to give 
us on that? 

Mr. Srewart. I think, first of all, if it please the subcommittee, we 
can, as a part of an appendix furnish a definitive statement on the 
foreign patent problem. 

Senator Frear. Certainly, as one member of the subcommittee, I 
would like to have it. 

Mr. Stewart. We would be glad to furnish that to you. 

Senator Frear. Is it too lengthy to be part of the record ? 


Mr. Stewart. Suppose we leave it with the committee for reference 
or for inclusion in the record. 


Senator Frear. A very good suggestion. 

Mr. Srewart. I think, to generalize—it is a highly complex sub- 
ject—we have to ask our selves in this area whether or not at the same 
time that we believe we are protecting the funds that the U.S. Govern- 
ment is investing or has invested we are not curtailing the transfer 
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of financial and other responsibility from the U.S. Government to 
private industry for future technological dev elopment. 

The second point is that it is a mistake to believe that this kind of 
patent philosophy always protects the little fellow. As a matter of 
fact, patents are more important to the man who does not have the 
“deep yocketbook” than they are to the larger organization, and in a 
sense, if a little fellow can come in and clearly protect himself under 
the patent procedures of the Atomic Energy Act because of a contri- 
bution he has made, we are going to be doing more to protect his posi- 
tion than to try to prevent lar ger companies s from protecting theirs. 

Also, as we get into the subject we find that it 1s complicated very 
seriously by some background rights that the Government may 
claim even with respect to innovations which are paid for completely 
by the private company. It is a “never-never land” in which the 
American manufacturer is placed. He cannot know whether the 
Government is going to assert governmentally developed prior art 
with respect to ‘something that the private company has paid for. 
That puts the American company in a very treacherous position with 
respect to knowing what its rights are, and this, in turn, as our state- 
ment develops, jeopardizes i its position internationally. 

I pass along a comment that we are getting from many of our com- 
panies in the international trade area that are interested in atomic 
energy: That the position of the United States in international trade 
with reference to atomic energy development is slipping badly be- 
cause of the preferred patent position of our friends in the Western 
World in this field. This statement has been made to the Institute by 
many companies active in the atomic energy field. I leave the thought 
with you, Mr. Chairman. 

Senator Frear. I am sure it will be interesting, and I shall look 
forward to reading it. 

Mr. Srewarr. One general area that is not specially applicable to 
foreign trade but is another example of this problem of the need for 
balancing the position between U.S. industry and foreign industry 
is the matter of depreciation policy in the U nited States, which Mr. 
Cross referred to on Monday. It is true our depreciation provisions 
are addressed to American industry generally. They are not, as the 
Boggs bill is applicable only to foreign source income. The fact is 
that of all the progressive industrial nations of the w orld, we have the 
most backward depreciation policy of any. This can be documented 
by testimony before the Ways and Means Committee by Mr. Pelou- 
bet, of New York, in the January 1958 hearings. 

We can look at the recent act of the British Parliament granting 
an additional writeoff privilege in the first year. As additional evi- 
dence the National Machine Too] Builders Association has recently 
published a rundown on the depreciation policy of each country 
throughout the world. 

I recognize that as a matter of fiscal policy we have to deal with 
total dollars available, ceilings, we have to balance tax relief, we have 
to have overall equity in our tax structure. But my mission here 
today is to attempt to point out by examples those areas of Govern- 
ment policy where U.S. industry is in an unfortunate relative posi- 
tion with their competitors abroad. 
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_ What does this mean for international commerce? The most se- 
rious problem that we have to deal with is cost reduction; a great 
incentive to improve and modernize plants and facilities, hence to 
cost reduction, hence to better pricing, hence to competition in in- 
ternational markets is a modern plant in the United States. Further 
depreciation reform in the United States would go a long way toward 
helping that situation. 

Senator Frear. In your statement or in this other plan do you 
have any ideas as to the organization in the Machinery & Allied 
Products Institute of a plan for accelerated depreciation or a dif- 
ferent plan for depreciation than is now used ? 

Mr. Srewart. We have furnished recommendations to the Ways 
and Means Committee on that subject on a number of occasions. 

Senator Frear. Yes; but that is on the House side. We need to be 
educated on this side, too, Mr. Stewart. 

Mr. Srewarr. I did not mean to imply that we have not done the 
same in public hearings before the Senate Finance Committee. 

Senator Frear. All right. 

Mr. Srewart. I think one of our greatest concerns is the fact that 
we have underdepreciation in the United States running at about $6 
billion a year attributable to the inflationary impact. Not only are 
we underdepreciating because of inflation in the amount of $6 billion 
a year, but also we are paying taxes, in a sense, on profits that are 
nonexistent. 

There are a number of routes to solving this problem. One might 
be to make the double declining balance rate a triple declining bal- 
ance rate. Another might be to attack the problem of useful lives 
under Bulletin F. Another might be to adopt something along the 
line of the Canadian system. In all candor, at this time we offer no 
single device to deal with this problem. We think that an approach 
along any one or several of these lines would be healthy. We do be- 
lieve that further liberalization in the depreciation system in the 
United States is desirable, indeed mandatory. 

Incidentally, another approach might be to eliminate some of the 
restrictions that were placed on the small business initial writeoff 
privilege that was recently enacted by the Congress. 

Gentlemen, I do not want to close without telling you that we think 
that American business in a private sense has to do a good deal more 
in this area and that it has a very major responsibility to carry the 
ball without leaning on Government. We believe, in the net—and 
this is a conclusion I believe the subcommittee will want on the rec- 
ord—we should not pull in our horns on international investment. 
We believe that despite some problems which are implicit in the pre- 
sentations that have been made here, in the introduction by Senator 
Proxmire of the resolution itself, that this investment trend is in the 
long run, at least, and in many ways in the short run, healthy for 
American business and for the country. But we believe that it should 
be properly complemented by national and industrial policy with re- 
spect to exports and domestic commerce. If that is done, there will be 
no weakening of our total economic position. 

Above all, we believe that we must fight harder to hold our U.S. 
export position, having in mind that U.S. exports are made in U.S. 
factories with U.S. employees and U.S. components. 
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We believe that many other approaches to control of costs are 
possible, that within the plant—and many companies are turning to 
this now with greater energy—product redesign, use of new materials, 
research and development, new plant systems, and overall industrial 

management efficiency all can make a contribution in this area of 

international cost competition. 

I think there is a good deal to say for stepping up the aggressive 
character of our international sales work in order to compete w ith very 
effective international traders throughout the world. I have referred 
previously to the fact that we think it is terribly important that pri- 

vate banking carry a heavier load insofar as international finance is 
concerned and that the domestic departments of our great banks do not 
utilize too much of total banking assets solely in the domestic area. 

We believe that business has an overriding responsibility to concen- 
trate its efforts and great energies and imagination on new product 
development which will help us in this international race, but at the 

same time Government, through reform in the tax area, and elsewhere, 
can help provide more resources than are presently available. 

The introduction of the resolution and the holding of these hearings 
and the related hearings that have been going on in the Joint Economic 
Committee are very healthy. 

We need to be reminded more frequently through this hearing and 
by other means that jobs are not created in a vacuum and that only 
productive, vigorous, and healthy enterprise creates, sustains, and 
holds jobs. 

We have gotten smaller in the world not only in airmiles but in 
commerce. It is very important from the standpoint of national 

volicy to recognize my overall thesis, that the competition that we are 
fading throughout international commerce is not exclusively from 
our enemies in the Russian orbit. We are receiving very high-grade, 
vigorous, effective and serious, in a business sense, “competition from 
our Western friends, and this we need to keep in mind as we focus, 
as we think we should as a government, as a labor community, and 
in industry, on this problem of the position of the United States in 
international commerce. 

Senator Frear. Senator Proxmire. 

Senator Proxmire. Mr. Stewart, you represent the Machinery and 
Allied Products Institute ? 

Mr. Stewart. That is correct. : 

Senator Proxmire. This organization is representative of a number 
of companies; is it? 

Mr. Stewart. That is correct. 

Senator Proxmire. About how many? 

Mr. Srewart. From 400 to 500. We were originally set up as a 
federation of associations to do research work largely in economics 
and business management problems. We are in touch with a whole 
range of capital goods and allied equipment industries, and we work 
with associations and their membership as well as directly with indi- 
vidual companies. 

Senator Proxmire. For example, you would have representation in 
the machine-tool industry ? 

Mr. Stewart. Very heavily. 

Senator Proxmire. Would you say that you represent a majority 
of them ? 
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Mr. Stewart. We work with a majority of the machine tool indus- 
try. But if I might interrupt your line of inquiry, I think one 
point should be made clear. We are an overall organization repre- 
senting capital goods in the broad sense. We address ourselves to 
this whole industrial complex. Those problems which may be peculiar 
to an individual industry, be it machine tool, power equipment, and 
so forth, in a product line sense, we leave to the individual product 
representation groups. 

Senator Proxmire. If a concern which is operating domestically 
and employing, just for example, 1,000 people and exporting half of 
what it produces, let us assume that that concern builds a plant in a 
foreign country and employs 500 people, eliminates its export business 
in this country, and produces for export in other foreign countries. 
Presumably, it would be a wise decision in terms of profits and in 
terms of stockholders, and maybe it would be a necessary decision in 
order to stay alive and survive. I am concerned in this particular 
case with what it does to the people whose jobs disappear. Would 
your organization have any particular concern with the problem of 
the employee, or would it be concerned primarily with the problem 
of the employer in this case ? 

Mr. Srewart. We would have a dual concern because we are deeply 
interested in overall economic health and the national interest. I 
think you phrase your question a little unfairly, because business does 
not eliminate export business, it is eliminated by certain economic 
developments. 

Senator Proxmire. Yes, I said it may be a wise and necessary deci- 
sion in order to survive. I am not questioning that they are doing the 
the right thing. They might have to. 

Mr. Stewart. I would prefer to take your case history in terms of 
the export business of this company being, for all practical purposes, 
wiped out currently or the trend line being so badly downward that 
the company feels the compulsion to do something about it. It then 
moves abroad at least for part of its operation. This is a specific 
example of the technical objection I made to the generalization in 
newspapers and elsewhere of “export of jobs,” because in many in- 
stances those jobs have already been lost with the business that was 
lost, not through any of the company’s decisions. 

I think this is serious. I do not think that the company necessarily 
will proportionately employ less people in the United States, having 
in mind the number that it will employ abroad. As I said to you a 
moment ago, I know of many companies—— 

Senator Proxmire. I know of many instances where they have done 
so, though you may know of many instances where they have not. 

Mr. Stewart. I will come back to the point where they have re- 
duced their force or are forced to do so. I know of companies who 
have been able to protect their domestic position, resist even further 
reductions in employment in the United States by virtue of being 
stronger overall. I do not think we should ever lose sight of this 
fact. On the other hand, there may be situations, and undoubtedly 
there are, in a number of industries and a number of product lines 
where substantial reduction of work force in the United States does 
take place as a result of the factors which force the company to go 
abroad, not just because the company goes abroad. 
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My comment on that is: Let us do something about our export 
markets, and this is the reason that the institute places so much em- 
phasis on improvement in our export position. A key way to get 
at this problem is to help our export markets, and in order to improve 
our export markets we have to deal with some of the Government 
policies and at some of the industrial problems that I have referred 
to. 

Senator Proxmiee. One of the proposals you made for improving 
the export markets, for example, is to apply the Boggs bill not only 
to foreign investment but also, you say, to export? 

Mr. Stewart. That is correct. 

Senator Proxmire. Would this mean that a company that was 
engaged, say, 100 percent in exports would enjoy the tax benefits pro- 
vided in the Boggs bill ? 

Mr. Srewarr. No. 

Senator Proxmire. How would it apply 4 

Mr. Stewart. The Boggs bill provision to which we made reference 
and on which we made an affirmative recommendation is the foreign 
business corporation concept. The institute supports the deferral of 
tax privilege to permit reinvestment abroad until the income is repa- 
triated. If the company is 100-percent export, it will have no incen- 
tive to take advantage of the foreign business corporation setup. 

This is a common ‘misunderstanding on the subject. I am not talk- 
ing about a 14-percent rate reduction which is another provision in the 
bill and on which we make no recommendation. I am saying that 
the foreign business corporation technique, the main objective of 
which is to enable companies which wish to do international business 
and to invest abroad to defer taxation on their foreign source income, 
to do so by a direct and more orderly means than is presently the case 
under foreign-based corporations. This is really more a structural 
change, an expediting change in terms of streamlining of procedures 
than it isa radical innovation in the code. The company that you refer 
to would not adopt a foreign business corporation; it would have no 
tax incentive to do so. 

Senator Proxmire. Let me move to something else. You say that 
you would refer to the usual range of featherbedding or makework 
projects as being one of the very serious problems we have in increas- 
ing our costs as compared with the costs of foreign countries. You go 
further and say, “The processes of feather bedding which are becoming 
more imaginative and more widespread every year must be curtailed. 
This, incidentally, i is a subject which is very worthy of some objective 
study. I recognize its controversial character, but it is the heart of 
our cost competition problem, which in turn is central to our lessening 
ability to compete in international markets.” 

Do: you base that on any study that your institute has made? 

Mr. Srewarr. Not on a formal study, but on information examples 
brought to our attention in and outside our member ship. 

Senator Proxmire. Or any study that any component that belongs 
to the industry has made? 

Mr. Srewarr. No. We attempted a study a good many years ago 
but made the mistake of confining it to contract clauses which do not 
approach telling the whole story. 

Senator Proxmire. Such a study would be immensely important 
and helpful if your charge is correct. I am convinced that an over- 
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rt whelming majority of Congress are opposed to featherbedding and 
n- makework, and I think that most members of organized labor are if 
et they are confronted with the facts and the facts are demonstrated. 
ve Mr. Srewart. As to the latter I defer to your opinion, but as to the 
nt former I can say that I visit with hundreds, maybe even thousands of 
ed executives of business corporations during the course of a year. I 
find that with respect to plant costs, aside from the matter of actual 
ng wage rates, no problem is considered to be more important in terms 
ly of effect on costs than what we loosely call featherbedding. The term 
may be unfortunate and perhaps a new one should be coined, but I 
do not think there is any question in the world that this can be docu- 
vas mented. It cannot be documented, however, solely in terms of con- 
ro- tract-clause provisions, because the manner in which these systems 
are employed does not always show up in the specific language of a 
contract; the techniques may be quite subtle. We found this to be the 
case when we looked at contract clauses a good many years ago that 
nce were available through the Bureau of Labor Statistics. 
ign I shall comment further on application of the law to featherbedding 
| of in an appendix to my statement to be filed tomorrow. tt 
pa- Senator Proxmire. One would think that if this is a factor in inter- 
en- national trade, if our featherbedding practices are worse than they are 
in other countries, the fact that the discrepancy is so obvious that our 
ulk- higher hourly wage is increased by excessive featherbedding would 
the make our cost situation that much more disadvantageous. 
that This is my last question. I hold in my hand a report from the Na- 
» of tional Industrial Conference Board, Inc., which, as you know, is a 
ness responsible group of people representing, by and large, American in- 
me, dustry. I note on page 15 in their summary of the results of a very 
case careful study of this they say: 
ural The data show that while foreign unit costs are more frequently lower than 
ures comparable U.S. costs, on the whole the difference by most criteria is small. 
efer Taking all the 192 products costs comparisons, total unit costs are lower abroad 
in 15 more instances than they are higher. Direct labor costs, however, are 
eno lower abroad in 105 more instances than they are higher. Unit material costs, 
on the other hand, are higher abroad for 46 more products than they are lower. 
that Overhead appears to occupy a more intermediate position, but it is more often 
work on the lower side abroad. 
reas- Then this final paragraph: 
uu Fo Thirty-seven of the 192 sets of total unit cost comparisons show approxi- 
ming mately similar costs domestically and abroad. Total unit costs are higher 
viled. abroad in 70 instances and lower in 85. While the number of lower costs 
ctive abroad is greater, the difference between it and the number of higher foreign 
rt of costs—an average of fewer than 8 out of every 100 instances—does not appear 
a great enough to support any much more definite conclusion than that some 
ning commodities are cheaper and some are more costly to produce abroad than in 
this country. 
Mr. Stewart. I have seen the study, and I think the National In- 
nples dustrial Conference Board is one of the outstanding research groups 
in the United States. I believe, however, that frequently one can 
longs draw generalizations of a type that mislead with respect to certain 
oan types of products. If you break out high-labor-content commodi- 
eae t ties—in most industrial machinery the labor content is heavy, where 
lo no for the most part the shop is a job shop in a glorified sense as dis- 
had een from automation-type facilities, and where you are not 
- dealing with a consumer good, you will find that the difference be- 
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comes very much sharper. I will comment further on the NICB state- 
ment in the appendix of this oral statement. 

I would be willing to go this far on this point: Even if the dif- 
ferential in labor costs is ‘brought under control by one of a number 
of means—for example, through Mr. Reuther’s efforts to educate for 
eign labor organizations, which I do not believe will necessarily solve 
this problem—I think that it would be more helpful if some con- 
structive work were done at this end of the disparity pole—what has 
happened is that disparities in the rate structure have now been 
aggravated by these other developments which from the standpoint 
of a strong Western World are all very sound and very healthy and 
we have contributed to them. And those developments are increased 
productivity for a lot of reasons, a great rebuilt economy, plus the 
Government supports given international trade by foreign countries. 

I have heard, for example, foreign reports to the effect that manu- 
facturers in Germany and Japan who have suffered complete loss of 
their facilities due to war damage now look back upon this as a 
blessing because they are operating with completely new plants. I 
am told there are plants that manufacture automobiles in Japan that 
need doff their hats to none in the United States. There are many 
facilities in Europe that are brandnew from bottom up. What has 
happened is that the productivity, the dynamism, the strength of 
most of our foreign friends coupled with Government assistance has 
grown and has aggravated a wage cost problem which certainly in a 
major degree exists, whether you buy the NICB figures and whether 
you break them down into product line or not. 

Senator Proxmire. Thank you, Mr. Stewart. 

Senator Frear. Thank you, Mr. Stewart. You may stand by and 
listen to the testimony of the next witness if you like. 

Mr. Srewart. I hope I have not taken too much time. Thank you 
very much. 
¢ (The appendix to Mr. Stewart’s oral statement follows :) 


APPENDIX TO ORAL STATEMENT OF MACHINERY AND ALLIED PRODUCTS INSTITUTE 


INTERNATIONAL PATENT POSITION OF U.S. ATOMIC ENERGY INDUSTRY 


The following excerpt is taken from the statement of the Machinery and 
Allied Products Institute presented in written form to the Subcommittee on 
Legislation of the Joint Committee on Atomic Energy under date of May 6, 1959: 


The problem of foreign patents 

The Commission has indicated that it not only does not discourage U.S. 
nationals from filing patent applications in foreign countries, but that it urges 
such foreign filings as soon as possible. Although this statement may reflect 
official Commission policy, as a practical matter there are a number of disabili- 
ties—resulting both from the express terms of the statute and the realities of 
business life—which stand in the way of filing applications for foreign patents. 

If we may, we would like briefly to review the procedures which must be 
followed by an American company which “makes an invention or discovery 
useful in the production or utilization of special nuclear material or atomic 
energy.” Initially, a report covering such an invention or discovery must be 
filed with the Commission, under the provisions of section 15lc of the act. At 
about the same time the company will probably file an application for a U.S. 
patent with the Patent Office. Section 152 of the act requires the Patent Office 
to refer information regarding such an application to the Commission, which 
may acquire title if it deems such invention to have been made or conceived 
under any contract, subcontract, arrangement, or other relationship with the 
Commission. The Commission of course has the authority to waive title under 
such circumstances as it deems appropriate. 
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Accordingly, the company is faced with a very difficult decision. It may go 
forward and file foreign patent applications and incur the substantial expense 
connected therewith, subject to a substantial possibility that it may be required 
to assign title to such foreign patents to the Commission. On the other hand, 
the company may withhold foreign filings until the title question is settled by 
the Commission. It should be noted at this point that the Commission will not 
often waive its rights under section 152 until the patent is ready to issue. It 
Seems clear therefore that a very considerable amount of time, probably a 
number of years, may elapse before the company may apply for foreign pat- 
ents with any degree of assurance that it will be able to attain title to such 
patents. In the meantime there is the obvious risk that a foreign company 
will independently conceive the same invention and thus bar the American 
company from gaining any foreign patents. Moreover, the International Con- 
vention for the Protection of Industrial Property requires that a prospective 
patentee who has filed his application in the United States shall have a period 
of 1 year in which to apply for patent protection to any other convention 
country. 

As a practical matter, then, the American company is forced to enter the 
foreign market without patent protection. At this time such a company may 
be able to sell its products in spite of greater manufacturing costs, because of 
superior American technical skills, at least with respect to certain applications, 
as reflected in product design. But it is common knowledge that foreign nuclear 
equipment manufacturers are fast catching up with existing American design 
superiority. Thus, within a few years at the most, the American company, 
without a patent position and its resultant exclusive rights, will have no effective 
bargaining apparatus with which to secure a position by sale, license agreement, 
or otherwise in that foreign market. As a practical matter, then, chapter 13, 
by its uncertainties and its “reserve powers,” prevents an American manufac- 
turer from establishing a secure market position abroad quite as effectively as 
it does for the same reasons in the United States. For these reasons we re- 
spectfully request the subcommittee to make an intensive study of the effects 
of the statute as it now stands—including the virtually unlimited dissemination 
worldwide of technological and scientific information—upon incentives for 
American companies with respect to foreign markets. Furthermore, it should 
be noted that the arguments which the Commission makes regarding the neces- 
sity for Government ownership of patents in the domestic market (the validity 
of which we do not concede) obviously do not apply to the foreign situation 
simply because the Commission would not be risking possible infringement 
suits against it if it did not hold title to foreign patents. 

The full text of our statement to the Atomic Energy Commission is attached 
for inclusion in the record or for reference by the committee and its staff, 
whichever is appropriate. 


RESTRICTIVE PRACTICES BY LABOR, INCLUDING “FEATHERBEDDING” 


Some individuals operate under the misapprehension that the National Labor 
Relations Act, as amended by the Taft-Hartley Act, protects employers against 
all varieties of what generally is considered featherbedding. It is clear from 
the following pertinent excerpt from the National Labor Relations Act, as 
amended by the Taft-Hartley Act, that the coverage of the provision is limited 
and that it provides no real solution to the wide range of restrictive and feather- 
bedding practices employed by labor. 

The National Labor Relations Act (as amended by the Taft-Hartley Act) : 

“Sec. 8. (a) * * * 

“(b). It shall be an unfair labor practice for a labor organization or its 
agents— 

y * * * * 


“(b) to cause or attempt to cause an employer to pay or deliver or agree 
to pay or deliver any money or any other thing of value, in the nature of 
an exaction, for services which are not performed or not to be performed.” 

This conclusion is borne out by the following legal comment: 

“The legislative history [of the Taft-Hartley Act] makes it clear that labor 
unions remain free to press for make-work devices and to oppose the introduc- 
tion of labor-saving machinery, but it would be an unfair labor practice to take 
action to establish stand-by arrangements or otherwise secure payments for 
which no work at all is required” (Cox, “Some Aspects of the Labor-Manage- 
ment Relations Act,” 61 Hary. L. Rev. 288-290 (1947) ). 
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Finally, we understand that the record of proceedings before the National 
Labor Relations Board shows that the above-quoted provision of the law has 
for all practical purposes provided no effective recourse for employers. 


INTERPRETATIVE COMMENT ON NICB STUDY IN BUSINESS ECONOMICS, NO. 61, ENTITLED 
“PRODUCTION COSTS HERE AND ABROAD” 


During the course of Machinery Institute testimony before the Subcommittee 
on International Finance, reference was made by Senator Proxmire to a study 
of the National Industrial Conference Board (‘Production Costs Here and 
Abroad”, “Conference Board Studies in Economics, No. 61”). Portions of the 
report were cited to suggest that our competitive position vis-a-vis foreign manu- 
facturers is not an unfavorable one. 

It is our feeling that such a conclusion represents an oversimplification of the 
ease and that the study in fact is not entirely applicable to the question which 
was under discussion in MAPI testimony. Specifically, with respect to the 
sapital goods industries, we feel that portions of the study cited are not rele 
vant. Part of the citation follows: 

“The data show that, while foreign unit costs are more frequently lower than 
comparable U.S. costs, on the whole the difference by most criteria is small. 
Taking all the 192 product cost comparisons, total unit costs are lower abroad 
in 15 more instances than they are higher” (p. 15 of the NICB study). 

We should like to point out three central facts with respect to this general 
conclusion. 

First, the NICB comparison is for a given point of time. Our primary con- 
cern is with the movement in relative costs and the reasons therefor. Is our 
position deteriorating or improving vis-a-vis foreign competitors? If the former 
is the case and if the reasons are such as to call for some kind of action, we 
should be aware of this now. We cannot very well wait until the data show that 
our competitors have already far outdistanced us. For then it will be too late. 

In our testimony we pointed out that rising productivity of foreign manu- 
facturers has increased more rapidly than productivity in this country, at 
least in recent years, to the point where, in many instances, our higher wage 
rates can not longer be offset by other factors. We feel that this general view 
has not been refuted by the NICB study, and indeed, in the capital goods in- 
dustries it appears to be borne out by the study, as suggested below. 

Secondly, we feel that the study in no way refutes but, in fact, supports the 
position we have taken before the subcommittee. NICB points out that labor 
costs per unit of output are generally lower in Europe than in the United States. 
On page 15 it is concluded that direct labor costs “are lower abroad in 105 more 
instances than they are higher.” 

Since labor costs loom large in capital goods industries, it follows that they 
will be particularly important in determining total unit costs in these industries. 
The findings of the NICB study appear to bear this out. Of the 21 cases in- 
cluded in the board’s report for the “machinery except electrical” indutsry, total 
unit costs abroad were lower than those in the United States in 12 instances and i 
higher in only 4 instances. With respect to the 13 cases in the electrical- 
machinery industry, costs were lower than those in the United States in 6 in- i 

stances and higher in only 2 instances. This is, of course, a somewhat differ- 
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ent picture from that indicated for industry as a whole. 

Thirdly, a general comment on the NICB study is entirely appropriate. We 
have examined this research in meetings of the International Operations Council 
of the institute, not in connection with testimony being prepared for the current 
hearings or for any similar purpose. The council was studying the problem as 
an operating question. It was generally concluded that at least for the capital 
goods industries the data contained in the NICB report was not particularly 
meaningful. The sample of these industries is quite small. Indeed, the overall 
sample is small. 


(The prepared statement of Mr. Stewart follows :) 


STATEMENT OF CHARLES W. STEWART, PRESIDENT, MACHINERY AND ALLIED 
Propucts INSTITUTE, WASHINGTON, D.C. 


This testimony is presented on behalf of the Machinery and Allied Products 
Institute and its affiliate organization, the Council for Technological Advance- 
ment. MAPI and CTA represent the capital goods and allied product industries 
of the United States and are engaged in economic and business research. 
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1. Senator Proxmire’s resolution (S. Res. 105), introduced on April 21, 1959, 
directly or indirectly raises several significant questions, among them the 
following: 

(a) What are the facts with respect to American private investment overseas, 
as to scope of that investment, and current trends? What motivates investment 
outside the United States? 

(b) What is the American position in the export market? To what extent 
is there a necessity for balancing U.S. national policy with reference to invest- 
ment overseas and our national policy relating to exports? 

(c) To what extent is the United States losing its position in international 
markets in a competitive sense, particularly with reference to exports? 

(d) What is U.S. foreign trade policy in a commercial sense as distinguished 
from diplomatic goals, fiscal policy, and the moral obligations which we have 
apparently assumed with reference to underdeveloped countries and popula- 
tions suffering from abnormally low standards of living? 

(e) What should the U.S. Government do with reference to formulation or 
change of national policies bearing on the above issues? 

(f) What is the responsibility of private business in this area? 

2. Let’s examine the available data on private investment abroad, confining 
ourselves here to summary figures: 

(a) The book value of U.S. direct investment in manufacturing abroad 
reached a record level of $7,918 million in 1957; 1958 figures are not yet avail- 
able. The source is the Department of Commerce. The increase in the value 
of manufacturing investments in 1957 over 1956 was $766 million compared 
to a prior year increase of $803 million. 

Direct investments are defined by the Department of Commerce as follows: 

“U.S. equity of 25 percent or more of the voting stock of foreign-incorporated 
companies, or in the management of which U.S. investors have an important 
voice, and the direct manufacturing branches abroad of U.S. companies.” 

Thus, normally, the term would not include licensing arrangements or other 
investments not within the scope of the defintion. 

It would be useful to take a look at a longer term trend for direct invest- 
ments by U.S. manufacturers. From 1950 through 1957 the trend reflects an 
increase in U.S. direct investments abroad from a total of $3,831 million to 
$7,918 million, more than a 100-percent increase. 

(b) Suppose we consider other measures of foreign-investment activity. For 
example, the Department of Commerce recently initiated a new survey to pro- 
vide data on sources and uses of funds available to U.S. overseas enterprises. I 
refer you to the January 1959 issue of the Department of Commerce publication, 
“Survey of Current Business.” In 1957, the only year surveyed, U.S. direct for- 
eign investment enterprises had aggregate funds available for use in operations 
of $6.5 billion. Further breakdown is unnecessary, except for one figure which 
is of particular interest. Of the total of $6.5 billion available in 1957, $4.8 bil- 
lion were disposed of abroad, largely for property, plant, and equipment. This 
points up the fact that investment by U.S. manufacturing enterprises abroad is 
a continuous process in the sense that having made the initial investment rein- 
vestments take place. 

(c) U.S. income from foreign investments is pertinent to this inquiry. In 
1958 such income totaled almost $3 billion. Moreover, the long-run trend, since 
1953, has been clearly upward. 

(d@) Some additional information would be helpful but we are not certain 
as to its availability. Let’s tick off the kind of information which would be 
pertinent in this inquiry. It would be useful to know (1) total shipments from 
U.S. subsidiaries and affiliates overseas; and (2) employment figures for such 
subsidiaries and affiliates. 

It should be noted that some of this information is presently available on an 
area basis (e.g., “U.S. Investments in the Latin American Economy,” U.S. De- 
partment of Commerce) and we are informed the Department of Commerce is 
now undertaking to obtain such information on a global basis. 

3. Consider the U.S. export position in world markets. The most recent fig- 
ures available from Department of Commerce sources cover the year 1958 plus 
the first quarter of 1959. In 1958 U.S. merchandise exports, excluding military, 
dropped to $17.4 billion from $19.4 billion in 1957. As far as the capital goods 
industries are concerned their exports in 1958 declined to $4.2 billion from $4.4 
billion in 1957, a year-to-year percentage decline of approximately 5 percent. As 
far as the first quarter of 1959 is concerned, seasonally adjusted total U.S. 
exports for the first quarter of this year are about $1 billion less at annual rates 
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than total exports for 1958. This represents a year-to-year decline of 6 percent, 
so that the decline is continuing into 1959. As to capital goods exports for 1959, 
Seasonally adjusted exports of these products in the first quarter total $3.7 bil- 
lion at annual rates, a decline of 7 percent from the $4 billion total for 1958. 

Another statistical series is of interest, namely, data on share of machinery 
exports in world markets by United States and selected European countries. 
Figures go only through the first half of 1958S but they show a decline in the 
U.S. position from 45.4 percent in 1953 to 40.1 percent in the first half of 1958 
based on current dollar values. These signals of a worsening position for U.S. 
exports in world markets become even more serious when we recognize, as we 
Shall develop in a little more detail later, that the productive efficiency of com- 
petitor nations, particularly in Western Europe, has greatly increased in the 
last year or So and further increase is expected. 

4. A brief word on the balance of international payments. In this connection 
recent hearings have been conducted by the Joint Economic Committee of the 
Congress on international influences on the American economy. A number of 
prominent economists testified and the Department of Commerce, through its 
Balance of Payments Division, furnished informative data. We do not appear 
here as international payments experts, but it seems that one general conclusion 
can be drawn. As Commerce testified, in 1958 the excess of our foreign pay- 
ments Over receipts was $3.4 billion but net payments increased steadily dur- 
ing the year and the data for the first quarter of this year indicate a continua- 
tion of that trend. A quotation from the Commerce Department testimony is 
interesting. Industry in Europe and Japan in 1958 “had the opportunity to ac- 
cept a larger Share of available orders and expand into new markets, which 
made its competitive standing relative to our industry more obvious. We find 
the increased competition in our domestic markets as well as in our sales to 
these countries and in our business in the less developed areas. These develon- 
ments increased the net flow of dollars from the United States to these coun- 
tries both directly and indirectly by way of other countries.” 

5. Having reviewed the data that are available, it is appropriate to arrive at 
certain broad conclusions based, first, on the data and, second, on our own im- 
pressions through the work of the Institute in this field and through our con- 
tacts with the International Operations Council of the Institute. 

(a) U.S. direct investment abroad is being stepped up. The aggregate 
figures show a fairly sharp percentage increase year by year since 1953, except 
for 1957. Our own impressions reinforce and make even more striking this 
conclusion. In many capital goods lines the move abroad has been more 
dramatic and has been concentrated in a shorter space of time than the general 
figures indicate. An outstanding example is the machine tool industry. 

(b) The U.S. export position is deteriorating. There can be no question 
about this as a general proposition. Information which we get indicates that 
the rate of slippage is probably greater in many capital goods lines than the 
general figures would tend to indicate. The reasons appear to be: (1) the 
high labor content in most capital goods; (2) the relatively large amounts of 
money which are involved and the importance of the credit factor; and (3) the 
emphasis which is being placed on capital goods production in competing 
countries. 

(c) There is unquestionably a trade imbalance for the United States in terms 
of international payments and it is not at all clear that this is going to im- 
prove substantially in the foreseeable future. 

(d) Overall, in view of these broad conclusions it would appear that the 
problems which underlie these trends need attention and they need attention 
by Government and by private business. Therefore, it is gratifying to find that 
this subcommittee, the Joint Economic Committee, the Ways and Means Com- 
mittee—with reference to foreign source income—and others are giving the 
problem study and careful consideration. 

(e) The data and the general conclusions which we have drawn therefrom 
might seem to argue for Crastic medicine, but we feel that it is important to 
keep this subject in perspective, to consider adjustments in national and indus- 
trial policies where necessary, but not to overadjust. This point deserves de- 
tailed treatment. 

As a matter of reasoning and fact it cannot be argued that investment abroad, 
even at the accelerated rate demonstrated, necessarily means a proportionate 
loss of investment in the United States or in U.S. employment. Similarly, it 
cannot be argued that investment abroad is automatically bad in the net for 
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the U.S. economy overall and for the individual industries which participate in 
that move. 

Basically, business moves abroad for profit. If the return on investment is 
not prospectively there, it will not go. If business undertakes a direct invest- 
ment program abroad, it does not necessarily follow that similar opportunities 
exist in domestic markets. 

From direct investment abroad come some very important benefits which are 
not only international in character but in many respects have a domestic impact. 
We know of companies in the institute which have weathered the recent capital 
goods recession in the United States more easily by virtue of the sustaining 
strength of their international operations. Their research and development pro- 
grams have been carried on at reasonable levels through this period of difficulty, 
and employment levels, to be sure, have been reduced, but perhaps the cut would 
not have been as modest if the foreign income were not available to the com- 
pany. There is also the factor of repatriated earnings to the United States 
which may be used to help improve plant and equipment, to sustain employment 
of key people, and to give the company overall strength. 

It is true, as Mr. Cross points out on Monday, that many companies invest 
directly abroad with the intention of supplying components from the United 
States produced with U.S. materials and by U.S. labor and that in turn they ex- 
pect to get valuable technical know-how and other advantages reciprocally. 

(f) Thus we look at this matter of direct foreign investment as a creator of 
opportunities as well as problems. But we do not blink the problems. Even 
evaluated conservatively, the implications of this trend may in some respects 
be serious. And it behooves us as a nation and as individual entrepreneurs to 
study the problems and where corrections may be undertaken to initiate appro- 
priate action. As we shall develop shortly, we are particularly concerned about 
sustaining exports. We are also concerned about the extent to which investment 
abroad does displace, at least to some degree, U.S. productive capacity and U.S. 
employment. Finally, there are involved some overriding questions of national 
security. 

6. In addition to the natural tendency of capital to go abroad in search of a 
profit—the expansive or offensive move—there is much foreign investment 
today which represents a defensive action. In many cases the businessman 
anticipates a serious loss, present or potential, of export markets and of inter- 
national trade position for his company and for his industry. 

Why is this second factor present? There has been for many years a sub- 
stantial differential between labor rates in the United States and abroad. For 
many years we were able to compete internationally in the face of that wage 
differential for one or a combination of reasons, including unique product de- 
velopment, favorable delivery schedules, effect of the wars on the European pro- 
ductive machine, and so forth. Now that differential still exists, is very sub- 
stantial, and is being aggravated by increased productivity, modernization pro- 
grams in productive plant abroad, installation of automation techniques, and a 
very dynamic and progressive attitude toward product development. To put it 
another way, we have taught the American industrial lesson very well. 

From the standpoint of labor costs the United States is in a bad competitive 
position internationally. It is unnecessary to document the fact that our labor 
rates are very high by comparison with most foreign nations. Moreover, we have 
a wide range of restrictive labor practices, to which Mr. Cross referred on Mon- 
day and which are to some extent an issue in the current steel negotiations. 
They involve such practices as direct or indirect restrictions on full utilization 
of new and modern equipment, or on its installation; restrictions on subeon- 
tracting to achieve economies; restrictions on transfer of work from one 
plant to another in a multiplant company; and, above all, the usual range of 
featherbedding or makework projects. The classic example, of course, is the 
continuation of the fireman on the diesel locomotive. These facts take on par- 
ticular importance in industries—like capital goods—with products having a 
high labor content. 

In large part we are in international competitive difficulties as a result of the 
wage-induced inflation. 

These are the industrial facts of life. Let’s turn now to Government attitudes 
and Government policy, both abroad and in the United States. Most of our 
Western friends have been international trading nations for generations. Their 
industrial and national policies are heavily oriented to exports and to interna- 
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tional trade. Their governments encourage exports by a whole range of incen- 
tives or by removal of roadblocks that have existed in the past. For example, 
there are tax incentives specially applicable to foreign business, particularly 
exports, that offer an incentive. We understand that some countries grant tax 
rebates on export shipments. Most subsidize credit facilities or underwrite ex- 
port credit insurance. Most foreign countries authorize operations abroad by 
international consortiums which would violate U.S. antitrust law. Thus, in 
general, it is the policy of most competing nations to encourage, to support, and, 
in some situations, to subsidize international trade, including exports. 

As we asked in our preliminary series of questions, is it appropriate to inquire 
what is our U.S. commercial trade policy? We have a number of national 
policies which bear on international trade, including foreign aid, industrializa- 
tion of underdeveloped countries, control of East-West trade, application of anti- 
trust laws on an extraterritorial basis, etc. But, affirmatively, what is our U.S. 
commercial trade policy? There are fragments but there is no overall integrated 
policy or program. We do not provide through the Government adequate credit 
facilities, and commercial banking facilities do not fill the gap. Tax treatment 
of foreign source income is confused, cumbersome, inequitable in application, and 
is a positive deterrent to our international trade position. There is an incon- 
sistency between the policy of the Export-Import Bank to finance the export of 
American-made products and the worldwide procurement policy of the Develop- 
ment Loan Fund and the International Cooperation Administration. 

Governmentally, we are poorly organized to formulate policy in this area and 
to coordinate action. In brief, we have neither an integrated foreign trade policy 
nor do we have the proper machinery for staying on top of the problem. 

7. What can be done? 

Government should formulate an overall policy of encouragement of U.S. posi- 
tion in international trade. Government must organize to implement that policy, 
in the areas of tax, credit facilities, antitrust, international patent protection, 
foreign aid, and other grant programs. In the process of developing this pro- 
gram we should conduct a study of all of the activities of foreign governments 
which are directly competitive as far as the American producer is concerned. 
And to the extent that it is consistent with overall national policy we should 
move promptly and effectively to correct this imbalance. 

Clearly, as a matter of national policy we should place as much emphasis on 
the encouragement of U.S. international trade as an objective as we do on the 
industrialization of underdeveloped countries, or on the foreign aid program. 

The matter of tax reform obviously raises the question of the Boggs bill, 
which, insofar as the foreign business corporation concept is concerned, should 
be enacted promptly and made applicable to exports as well as foreign invest- 
ments dnd without any limitations as to underdeveloped areas. Our detailed 
views on this subject were presented on July 7 to the House Ways and Means 
Comunittee. 

With respect to export credits there is need for further Government assist- 
ance and more participation by private banking facilities. The Export-Import 
Bank has done a good job but it places restrictions on its activities which places 
the American exporter at a competitive disadvantage in many situations. Credit 
facilities are not available to the American exporter in those countries of the 
world where he needs them the most. 

On the matter of the Development Loan Fund and International Cooperation 
Administration I should like to refer to testimony by Mr. Charles P. Kindleber- 
ger, professor of economics at MIT, before the Joint Economic Committee on 
June 30. He said in effect that this country cannot ignore its payments problem 
and the solution requires that Western Europe, which is now in a strong surplus 
position, must now begin to carry a larger part of the burden of free world 
leadership. Secretary Anderson seems to feel that the organization of an Inter- 
national Development Association would be a move in that direction. In the 
meantime, it would be desirable to reexamine the policies of the DLF and ICA 
which provide for worldwide procurement that not only diverts business from 
the American producer but aggravates the net outflow of payments from the 
United States and tends to subsidize with American tax dollars the capture of 
world markets by free world competitors, at least in the capital goods area. 

Let’s cite another example. Under the Atomic Energy Act certain provisions 
affect an American manufacturer’s foreign patent position. As a practical mat- 
ter as far as atomic energy patent protection is concerned, the American com- 
pany is forced to enter the foreign market without patent protection. Indeed, 
most U.S. companies active in atomic energy feel strongly that through national 
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policy we are placing American business in a terribly disadvantageous position 
with reference to international patent protection. Details on this point are 
spelled out in our statement to the Subcommittee on Legislation of the Joint 
Committee on Atomic Energy dated May 6, page 9. There are undoubtedly many 
other examples of the general point we make here—examples of the fragmen- 
tation and incoherence of national foreign trade policy—but these should suffice 
to illustrate our feeling that the U.S. Government needs to rethink its policies 
across the board that bear on the position of the U.S. company in international 
trade. 

No inquiry into possible governmental actions for the encouragement of the 
U.S. position in international trade can overlook the depreciation provisions of 
the Internal Revenue Code. 

Although many if not most Western European countries have corporate tax 
rates substantially equivalent to that of the United States, ours is by almost any 
standard of measurement the most backward system of tax depreciation followed 
by any modern industrial nation. Many comparisons have been made between 
the U.S. system of depreciation and the considerable variety of depreciation sys- 
tems employed abroad. One such comparison was made by Mr. Maurice Peloubet 
in his testimony before the Ways and Means Committee of the House in January 
1958 ; since then there have been still further liberalizations of depreciation policy 
abroad, the most striking being the additional 20-percent first-year writeoff 
allowance authorized for British investors in the last session of the Parliament. 

We have already noted that the vast disparity between American and foreign 
wage rates—although sustainable for many years because of greater American 
productivity—can no longer be supported in the face of rapidly increasing pro- 
ductivity abroad. It should be remembered that Western Europe and Japan have 
largely retooled their productive plants since World War II and the realistic 
depreciation policies followed by the several governments involved make it al- 
most inevitable that the modernity and productivity of equipment in those coun- 
tries may presently surpass that of the United States. It is no exaggeration to 
say that U.S. depreciation policy constitutes a built-in disincentive to cost 
reduction through equipment modernization which is absolutely essential to 
regaining our competitive position in world markets. 

9. Now let’s turn to the private area. It is absolutely essential that we make 
a real effort to relate wage increases to productivity gains, and the latter must 
be properly measured. For example, it takes $12,500 according to calculations 
the institute made in 1956, to equip an American worker with machinery and 
tools. That equipment is responsible for a major portion of the worker’s pro- 
ductivity. In measuring productivity gains to ignore the contribution of the 
equipment is one of the typical fallacies in this area. 

Also in the labor relations field, we must find a way to curb labor restrictionism 
that does not relate to wage rates in a narrow sense but spirals costs. The 
processes of featherbedding which are becoming more imaginative and more 
widespread every year must be curtailed. This, incidentally, is a subject which 
is very worthy of some objective study. I recognize its controversial character 
but it is at the heart of our cost competition problem, which in turn is central to 
our lessening ability to compete in international markets. 

10. Let us deal further with the responsibility of American business. We 
have some very simple, however, cryptic, suggestions. 

(a) U.S. business will and should continue to enlarge its international posi- 
tion. It shoutd not pull in its horns from the standpoint of international in- 
vestment. In the net—despite some problems—this trend is healthy both for 
American business and for the country. If properly complemented by national 
and industrial policy with respect to exports and domestic commerce, such in- 
creased private investment abroad will—overall—strengthen, not weaken, our 
total economic position. 

(b) We must fight to hold our U.S. export position, and business has the major 
responsibility to do everything possible in this area. 

(c) There are other means of reducing costs beyond the matter of controlling 
wage increases and restrictive practices. Many of these other means are pecu- 
liarly under the control of business. They involve such questions as product 
design, use of new materials, research and development, plant systems, and 
general industrial management efficiency. 

(d) There is probably a good deal to be said for increasing the aggressive 
character of our international sales work. 

(e) Private banking in the United States needs to take a larger role and 
more risk in the area of international financing. All of the responsibility in 
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this area should not be left to the Export-Import Bank or to any other govern- 
mental organization. Commercial banking in the United States should be a good 
deal more imaginative and flexible when it comes to foreign ventures, and the 
demand of domestic departments of banks for utilization of the resources of 
banking institutions should not prevail to the extent that it has over foreign 
investment or credit-granting opportunities. 

(f) Business has an overriding responsibility to continue to the extent possi- 
ble to devote all of its resources available to financing imaginative and pro- 
gressive product development and improvement. On this subject I think the 
disposition of American business is entirely sound. It is pointed in this direction 
of emphasis. How far it can go will depend to a large extent on what Gov- 
ernment does in the tax area and with respect to certain other impediments 
to capital formation. 

11. I think it is appropriate to conclude on this note. The introduction of 
Senator Proxmire’s resolution the holding of these hearings and of related 
hearings by other committees of Congress, provide a very desirable opportunity 
to take a good hard look at our national and industrial policies affecting foreign 
commerce. We need to be reminded more frequently than we have been in recent 
years that jobs are not created in a vacuum, that only productive, vigorous, 
and healthy enterprise creates jobs. The world has gotten smaller, not only 
in air miles but in commerce, and this trend will not be interrupted by any leg- 
islative or administrative decrees which might be undertaken. We are suffering 
because of a vigorous competitive effort by our friends in the Western World 
as well as by the Russian economic threat. This competition is to some extent, 
indeed to a substantial extent, aided and/or subsidized by foreign governments. 
The U.S. Government has to wake up to a new realization of the opportunity, the 
challenges, and the responsibilities to maintain a growing and strong position 
for U.S. industry in international markets, including exports. 


Senator Frear. Mr. Solomon Barkin of the Textile Workers Union 
of America is the next witness. 


STATEMENT OF SOLOMON BARKIN, DIRECTOR OF RESEARCH, 
TEXTILE WORKERS UNION OF AMERICA, AFL-CIO 


Mr. Barkin. Senator Frear, Senator Proxmire, and the subcom- 
mittee, I want to make this prior comment about the testimony of 
the gentleman from the MAPI. I was very much amused at this 
extraordinary effort at being sure the American people subsidize forced 
exports of selected types of goods upon the world market. His con- 
cluding comment about his not attempting to be unbalanced in his 
statement is certainly not reflected in many of the comments he has 
made on labor practices and wages in the United States. Apparently, 
he is thoroughly unfamiliar with the comment of foreign competi- 
tors about operating conditions in the United States. 

This concept of featherbedding comes trippingly from the tongue. 
Misuse of the word is very easy. There are remedies against feather- 
bedding under the Taft-Hartley Act that have never been used in 
this country because the charge is generally exaggerated. We appre- 
ciate the point of view which he represents, but we hardly think it is 
to be assigned any particularly higher value than as the views of the 
spokesman of a particular group of capital goods manufacturers who 
have been promoting their particular point of view. 

Senator Frear. Mr. Barkin, I think that is entirely right, and I 
think the judgment of the committee will rest in their own good sense 
of who is testifying and for whom he is testifying. . 

Mr. Barkry. Correct. My testimony obviously comes from a com- 
pletely different set of experiences. It deals with a completely dif- 
ferent set of problems, and I have interpreted the invitation to testify 
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here as an opportunity to enlighten the committee on aspects which 
are likely to be neglected in this discussion. I have seen the witness 
list, and I think that my testimony will bring to light issues which, 
strangely enough, have not been commented on. 

May I therefore first ask, so that we might shorten the presenta- 
tion, that my statement be included in the record ? 

Senator Frear. We would be glad to do that, Mr. Barkin. It will 
appear at the end of your oral statement. 

Mr. Barkin. First, I think the concept of capital export needs to be 
broadened. There are very many forms of American exports abroad, 
of capital know-how, consultantships, and arrangements of facilities. 
In the soft goods industries with which I am most intimately ac- 
quainted, this has become very widespread. 

It is not necessary for an American manufacturer to go abroad 
and invest capital in plant and equipment and facilities. He may go 
abroad and secure the existing national facilities and adapt them to 
the American market, and this is more common in the field of the 
soft goods industries. Sewing machines are available abroad, shoe 
manufacturing facilities are available abroad, and tht goes for a very 
high proportion of the soft goods and consumer goods industries, 
as well as particularly metal products, household goods, and equip- 
ment of the smaller types The equipment is there, the manufacturers 
are there, and they are quite willing to adapt their facilities and pro- 
duction plants to the purchaser in the United States. 

As a result, in this branch of the American industry or of the pro- 
duction systems we find that American merchandisers or American 
manufacturers will go abroad and help reshape the production line, 
the product, the designs and the details of merchandising in order 
to fit the American market. Then with very little investment other 
than possibly a trip abroad or the dispatch of a designer and an 
occasional assignment of some technician to test the quality of the 
product and the processing, the total investment is relatively low. 

It is an understanding for the commitment of goods. The large 
merchandising corporations, the large retailing corporations of the 
United States are engaging in this practice to an increasing extent. 
The investment is very minor. 

The large retail corporations have representatives in Rome, Paris, 
Germany, and various northern countries, London, and Tokyo who 
are looking for facilities and providing design contracts to these 
manufacturers. And this, may I say, is, in the most important re- 
spects, the type of investment which is being made abroad in connec- 
tion with these lighter goods for which there are present facilities. 

I may state further in most of these instances these countries have 
never previously engaged in the manufacture of peculiar items. The 
most outstanding case, of course, is in apparel. Many of these coun- 
tries have never made what we would call readymade clothing of one 
kind or another, and they are being introduced into this business by 
Americans who do no more than arrange some contracts with other 
countries. 

The most recent illustration which comes to mind because it is threat- 
ening American industry in the most serious proportion is the carpet- 
ing industry. American manufacturers have gone to Japan during the 
last few months and arranged with a local manufacturer of wilton 
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carpets to redesign their product for American consumption, and have 
practically taken over the entire output of that particular manufac- 
turer and arranged to be its exclusive selling agent in this country. 

This is the normal type of arrangement in these soft-goods indus- 
tries. Men’s clothing, which is coming in in increasing volume from 
the Far East, is being arranged for in like manner. The American 
merchandisers of any classification have gone over, given the patterns, 
the designs, and possibly sent a cutter and production manager there, 
and we are importing now a considerable volume of men’s suts and 
slacks produced under those conditions. 

We might further add that in many areas of the apparel industry 
these imports have become extremely large. Practically all of it 1s 
done under the sponsorship, under arrangement by an American mer- 
chandiser or American seller of one sort or another who has gone over 
there and designed the production to fit the American markets and 
for which there had been no previous product in that country. 

We therefore think that when we consider this problem in its depth, 
this form of American export becomes even more important though 
less glamorous and identifiable. We cannot find figures in this coun- 
try of the extent to which that practice prevails in these countries. 

I have submitted as an exhibit to my statement a list of the foreign 
textile plants of the U.S. textile companies, but I cannot supply you 
with a list of American merchandisers who have gone to these foreign 
countries, whether it be Japan, the Philippines, Italy, France, Den- 
mark, Holland, Germany, and England, and have adapted local facil- 
ities for the American market. 

It would be extraordinarily important, if your committee pursues 
this subject in any depth, that we obtain more extensive information 
on the range and importance of these activities. And since it very 
much interests Senator Javits because so many of the people who are 
engaged in this business are located in New York, if I may, I will just 
maké this summary observation. 

Senator Javits, I have just commented on the fact that there is a 
second major form of American foreign investment abroad designed 
to secure, to encourage, production in those countries for American 
markets, and that is by means of merchandisers, whether they be 
manufacturers, retailers, or wholesalers, who go to foreign countries, 
such as Japan, Italy, France, Belgium, England, and Denmark, and 
have those local manufacturers produce products for the American 
market under contract to these merchandisers. 

As a result of these two major types of foreign investments by the 
American market, there are three suggestions which seem to me to 
warrant particular study by your committee. In view of the previous 
testimony, may I just make this general observation. I do not believe 
that there is any justification for tax exemption or tax preferences 
granted to American exporters of capital in one form or another. 

I would be opposed to H.R. 5. I think it is an unsound principle, 
and there is no justification for granting any particular tax advan- 
a to American exporters or to grant any of the other types of 
subsidies and special grants which are contained in a statement such 
as aca my testimony. 

senator Frear. Are you in favor of the bill offered by Senator 
Smith of Maine, to subsidize domestic industry by permitting the pur- 
chase of cotton at a reduced price? 
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Mr. Barkin. That is, permit American manufacturers to buy cot- 
ton at a reduced price. 

Senator Frear. To buy domestically produced cotton at a reduced 
price, maybe in the same manner as we give the markets in Japan a 
reduced price on our surplus cotton. 

Mr. Bargin. My organization has maintained constantly that we 
would like to have one-price cotton. We would prefer not to resort to 
a proposal such as Senator Smith has offered. This proposal is being 
offered only because the present insistence upon the part of the Gov- 
ernment of the United States, Congress and the administration, that 
this policy of price floors be continued and that we force the export of 
American cotton abroad through a process of subsidization. 

Senator Frear. You believe in the one-price system both for do- 
mestic and foreign buyers. 

Mr. Barkin. Correct. 

Senator Frear. Regardless of whether it is cotton or any other sur- 
plus product. 

Mr. Barxrn. Correct. I think the present system is harmful and 
dangerous and contrary to any sound principle of international com- 
petition. Asa matter of fact, the consequences of this policy are well 
presented by the testimony proceding mine, which is fundamentally 
as I would interpret it, merely a request for further subsidization and 
privilege to other exporters, such as given to cotton. 

The three proposals which I am offering here are of varying degrees 
of immediate interest to this committee. The first is one which I 
find has not been adequately discussed before your committee and 
which, unfortunately, has no adequate forum in the United States 
for discussion and study. American investors are going abroad and 
they have no code of performance and labor relations with which to 
guide them. And the consequence is you have performances such as 
the United Fruit on the one hand and then you have excellent policies 
and behavior on the part of other manufacturers in other countries. 

I would urge that your committee consider the possibility of sub- 
sequent consideration of the development of a labor code for American 
investments abroad. There is, unfortunately, little possibility in the 
United States for management and labor on a private basis to do so. 
This is an extraordinary comment on the deterioration of labor- 
management relations in this country. I have made a number of 
efforts, through the National Planning Association, of which I am 
a member of the steering committee, to promote this concept of 
negotiations between a responsible labor group and responsible man- 
agement group in order to provide such a code of good labor behavior, 
code of good labor ethics, that is, for American investment abroad to 
insure favorable conduct and accommodations to the highest levels of 
performance. 

Unfortunately, management in this country ‘considers this an in- 
vasion of its prerogative and has been unwilling to embark on such 
a joint effort even under third-party auspices. 

The second proposal which I have presented in this report deals 
with the essential questions of international trade and the volume of 
imports which we should invite or continue to have come into this 
country. It is addressed to the questions of the Fair Trade Agree- 
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ments Act, and a proposal that we reconsider our entire concept of 
the regulation of imports into this country. 

The proposal which I have offered here is that there be a safeguard 
level of national production for basic and essential industry, which 
I have defined in specific criteria under what I call paragraph 3. In 
the case of such a ac and essential industry, we urge that the base 
levels of production of 1954-57, for example, should be a safeguarded 
level of production and that we use the tariff quota system of varying 
rates of ad valorem duty to protect it and that imports beyond this 
level should be permitted at much lower levels of duty and therefore 
permit the established industrial structure to adapt itself to these 
imports and to permit the foreign competition to occur on the ex- 
panding level of American production in this country in order to 
cushion the impact of foreign competitive imports into this country. 

I believe that just as we have found in domestic life we cannot per- 
mit the wanton destruction of industry through rash industrial 
change, we must consider, particularly on an international basis, where 
there is wider difference in the range of costs, that the current systems 
lead to wholesale destruction of established industries which is very 
ruinous. 

And, finally, the third proposal that I make is the passage of adop- 
tion of an area redevelopment bill by the Congress of the United 
States, such as was adopted by the Senate and which is proposed by 
the House Banking and Currency Committee, but which, unfortu- 
nately, is stymied now in the House Rules Committee because of the 
opposition of the conservative members of that committee. Such a 
provision is essential, indispensable, and vital to the existence of any 
system of liberalizing American trade. 

We have whole communities in the United States which are seri- 
ously affected by decaying and declining and shrinking industry. In 
some instances, these are affected directly or indirectly by the foreign 
competition. If you take Connecticut, the Naugatuck Valley is essen- 
tially affected by watches and brass imports. If you take Amsterdam 
and Gloversville, N.Y., you have the problem of imports of gloves and 
carpets and technical changes in this country. 

In the Ohio Valley you have the problem of pottery, and so on, and 
so forth. 

This type of bill will help in the reconstruction of these com- 
munities. 

On the other hand, I do not think it is practical to have a specific 
bill designed only for import-impacted communities. I have exam- 
ined the bills which have been before the House and the Senate in this 
respect and find that it would be extraordinarily difficult to establish 
the direct relationship between imports and the distress in those com- 
munities. There are always conduits of circumstances through which 
the impact is conducted and consequently the establishment of the 
precise relationship is very difficult. One cannot establish, for exam- 
ple, that the contraction or the closing of the woolen and worsted mills 
of Lawrence, Mass., is directly attributable to imports, but we know 
that imports have had some impact upon the industry, and therefore 
have led to the closing of many marginal units, and the number of 
marginal units has constantly increased, so that the total industry is 
now practically one-third of what it was 10 years ago. 
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Consequently, I believe that the only practical way of sustaining a 
liberal trade policy in the United States is through the passage “of 
this law. Moreover, you must understand that, generally speaking, 
it takes more capital per worker to create a substitute job than was 
required for a job destroyed by foreign imports for the very reason 
that Mr. Stewart indicated. It is likely that the substitute job is 
more capital oriented than the origina] one which had been displaced. 
This is true in the traditional industry which has complained about 
imports and is likely to continue to be true in the future. 

conclude, therefore, by urging the following: First, that your 
survey be extended and your investigation of this problem be extended 
beyond the normal concept of American export in the form of physical 
investment or investment in physical properties, to embrace this other 
type of American export, if that is the proper technical word for it, 
because we have not developed a technical jargon to particularly iden- 
tify this type, but the one which I have emphasized characteristic of 
some of the soft goods industries, where American merchandisers, to 
get a more inclusive w ord, acquire the production output of foreign 
properties. 

Secondly, I have offered three different channels, recommendations 
for your consideration ; namely, the promotion of an American labor 
code for American investment ead Unfortunately, as I indicated, 
it is unlikely to be developed by the private parties in the United 
States. That is a lamentable fact, but this is the reality. 

I have offered the concept of a safeguarded level of national pro- 
duction as one which should be studied, and which has not received 
adequate attention. I think it is a more desirable approach than any 
of the present provisions of the Trade Agreements Act, whether it 
be an escape clause or any of the other gimmicks which are provided 
under them. 

Thirdly, I consider that area redevelopment is essential to a sound 
program of liberalized international trade, and I assume that will be 
the trend in the United States. Finally, I do not believe that we 
should embark in a competitive system of subsidizing American ex- 
ports just to show that we have to hold foreign markets. If we can’t 
hold it without subsidy of American exports, whether it be agricul- 
tural products or whether it be manufactured products, we should 
give up those markets. 

Senator Frear. Senator Proxmire. 

Senator Proxmire. Mr. Barkin, do you have any estimates of the 
effect of American private investment ‘abroad on the textile industry 
in terms of loss of jobs or in terms of shutdowns of plants or anything 
of that kind? 

Mr. Barkin. In the textile industry itself, my list of foreign tex- 
tile plants owned by the U.S. companies is appended. I w ould say 
that we have practically lost no jobs from the existence, up to the 
present moment, from the existence of American textile investments, 
physical investments abroad. There are one or two recent. invest- 
ments in the Philippines and in Mexico which were designed for the 
purpose originally of producing goods for American markets. I 
think this will not work out in t this particular manner. I think they 
will not be able to produce for the American market. But in my 
paper I indicate American physical investment in foreign countries 
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in textile plants have traditionally been designed to produce products 
for the domestic market of the country and not for export to this 
country. It may change in the future, like the motor car companies 
have done, they were originally designed to produce products for 
those foreign countries and then later found the American market a 
welcome supplement to that foreign market. But I do not foresee 
that possibility in the textile industry. The apparel industry is quite 
a different matter. 

Senator Proxmire. Your second proposal, for a safeguarded level 
of national production for basic and essential industry, envisions the 
growth in the American economy as the potential market for imports, 
then, does it not ? 

Senator Proxmire. Would you have this 1954-57 basis permanent 
or would you feel that industry which cannot compete effectively 
should be gradually eased out of the picture or is it your feeling 
that this industry is basic for national security reasons / 

Mr. Barkin. As an overall statement I think I would like to keep 
the 1954-57 base permanently. In other words, this is a concept that 
we are annoucing to the American people, a policy that in the future 
our extension of production will be based on the assumption that 
there will be much more liberalized competition between the American 
producer and the foreign producer. 

I have offered this proposal as the most liberalized system of future 
trade in the light of the past commitments to certain American indus- 
tries. It is a novel proposal, and it is new in the sense that very 
few people have examined its merits. I have offered it on several 
occasions. A number of friends of mine in the universities have 
examined it and have endorsed it and they are freetraders, and I 
urge that at this occasion your committee seek close examination of 
it, “because it will not obtain such examination during the years when 
the Trade Agreements Act is politically reviewed. 

A, number of Senators who are committed liberal traders have 

said, “Well, we can’t discuss this,” at the last June 1958 period, when 
the bill was up. One Senator of your committee said, “This looks like 
a good idea, but, be sure, it comes up at the wrong time.” 

Well, this is an opportunity to examine its merits. My credentials 
for the idea are that I know it is sound with respect to the industries 
I am intimately familiar with, and I know that a number of outstand- 
ing men in the field of international trade on the liberal trade side 
have publicly endorsed it, and have testified so before the House Ways 
and Means Committee, and the present formulation of it has bene- 
fited greatly from their advice, counsel and editing. 

Senator Proxmire. One last question: It seems to me that your first 
proposal on a labor code went to the heart of at least a large part of 
the difficulty we have here. You indicated that there wasn’t much 
prospect at the present time that American management would go 
along with this kind of thing. 

I recognize that. Can you see how this could be worked out in 
some other way? Can the C ongress do anything to be helpful in this 
regard? Should it be left to labor organizations to do it? 

Mr. Barkin. I would offer this suggestion that, if your committee 
is appropriate and interested, a special series of hearings be organized 
for this precise purpose, to get the views of different parties. Per- 
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haps a public exploration of this subject might stimulate private 
efforts at a later instance, but it will not get off the ground, if some 
public body does not sponsor active work on this subject. 

Senator Proxmire. Thank you, sir. 

Senator Frear. Senator Javits. The courtesy of the committee is 
extended to the Senator from New York. 

Senator Javrrs. Thank you. 

Mr. Barkin. I wondered where in your scheme of things the con- 
sumer and the export industries fit. 

Mr. Barkin. As for the export industries, they have to live as well 
as they can, like the industries affected by imports. These export 
industries have mocked our efforts of the import-impacted industries 
over the years and disparaged our desire to cushion the impact and it 
seems only proper that they produce to exist as best they can in a com- 
petitive world. 

As for the consumer, I think the proposals which I have offered are 
extraordinarily constructive in that respect, because one of the quali- 
fications for the description of essential industry, which I have on 
page 5 of my statement, at the very last paragraph, is designed to 
protect the consumer. It reads as follows: 


No domestic industry shall be treated as basic and essential industry if the 
prices of its products have risen, constantly risen, at a relatively higher rate 
than the rise in the general level of prices of products in the same group. 

This is an open declaration that we do not want to have this pro- 
vision used as a defense for quasi-monopolistic practices or for main- 
taining unduly high price changes. 

I have seen this problem in the textile industry, in branches of it, 
particularly the synthetic yarn industry, and it was that experience 
which prompted the inclusion of this provision. 

We do not think that tariff quota systems or safeguarded levels of 
national production should be a platform for encouraging unduly, 
unnecessary, monopolistic or quasi-monopolistic prices, or practices. 

Senator Javrrs. Nonetheless, this formula does not take into ac- 
count lower prices than the normally accelerated prices in the same 
group of products; as you put it. It does not give the consumer the 
benefit of the impact of lower price levels than those which are 
normal in the American complex. 

You only take into account, in other words, the disproportion of the 
price of a particular product and “the American price.” You give 
the consumer no opportunity to get a lower price because of the 
imports. 

Mr. Barxrn. On the contrary, the industries which are likely to, 
the industries that I would think of and which have traditionally 
been affected by this type of provision tend to be highly competitive 
industries. For example, the apparel industries, all kinds of soft- 
goods industries or the optical goods industry at the present time—or 
the electronics industries at the present time—all are feeling the im- 
pact of these changes. All of these industries have had their price 
structures seriously restrained because there are imports. 

Now, it is true that this type of provision will not allow for the 
ultimate destruction of the American price level through foreign 
competition. But that foreign competition in these industries under 


this formula will depress, or continue to depress American prices, I 
think is quite obvious. 
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Senator Javirs. I am very interested in your idea of a labor code. 
I do think that one of the real contributions that can be made by this 
inquiry, for which Senator Proxmire was so heavily responsible, is 
to get our private investment abroad to a level which will really be 
beneficial to the national interest in terms of its practices abroad. I 

oppreciate very much your calling that to our attention. I would like 
to ask you whether you would feel a coroll: ary of a labor code would 
also be to seek from other nations a code against discrimination, 
taxation, or other practices; against American investment, and so on. 

Mr. Barkin. Yes. I would definitely think so. And I would say 
that one of the reasons I have not included such material in my 
paper is that I know that there are a great many people who are 
promoting that idea and that the American Government is actively 
negotiating with many countries and has succeeded in obtaining 
agreements from many countries for the elimination of such 
discrimination. 

Senator Javirs. I will refrain from comments upon your ideas on 
the reciprocal trade agreements programs because really, with all 
respect, I think that is a separate matter. I do not wish to detain 
the committee on that. But I would like to ask in this last question, 
if I may. I gather you do not look with particular enthusiasm upon 
American private investment abroad. Am I wrong about that? 

Mr. Barxrn. No, I think that would be wrong. I think there isa 
distinct place for American private investment abroad. Capital is a 
very fluid element in our economy and may properly move wherever 
it is most desirable and most effectively employed. I believe in a 
very fluid use of capital. 

There are many areas of the world which will produce items which 
ultimately will be more economic for the American consumer and 
we can develop our own economy more strongly by encouraging the 
substitution of the development of those resources in other countries. 
I do not look with disfavor on it. As a matter of fact, I think it is 
an essential obligation of a wealthy country like ours. We have to 
level the world up, and one of the most important ways of leveling 
it up is through the export of capital. 

We may have to do it through governmental sources at certain stages 
of economic development, because private investment is not likely to 
flow to these countries and for social capital. But after a country 
has developed an adequate social capital structure and eliminated 
some of the discrimination which impedes such flow, I see no reason 
why there shouldn’t be a continuance. 

I do, however, say that the employment, the choice of foreign in- 
vestment versus American investment should not be determined by 
privileges offered to the American investor for going abroad. We. 
fortunately or unfortunately, all have to carry the tax burden of 
this country. It is a challenge to determine how much of our na- 
tional output should be spent - by various levels of government, and 
it does have impacts on our economy. But I do not believe that any 
particular group should gain a special advantage in this connection. 

I am not sure that there is any particular economic advantage. 
The special interests and, furthermore, at this juncture the agitation 
for this special privilege in H.R. 5 seems a bit suspicious to me 
because it is at this juncture that the opportunities for development 
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of investment, particularly in the Common Market countries, are 
particularly attractive, and it seems to me that this issue has been 
manufactured particularly at the time when an additional incentive 

for investment in Common Market countries is really not nec essary. 

Senator Javirs. You would apply that as well to investment in the 
less-developed areas of the free world. You think there is no induce- 
ment necessary, that investment is so attractive that it will flow there 
without any inducement. 

Mr. Barkry. I am not saying that it is so attractive, but I do say 
that, if there is to be investment in those countries, it is very likely 
that the difference between these financ ial, tax incentives and the 
absence of these tax incentives will not really materially change the 
level and the volume of foreign investments in these countries. 

Senator Javirs. Thank you. 

Mr. Barxry. General Motors could invest in Australia on the old 
system and the aluminum companies will invest in Africa under the 
old system, and the slight margin of advantage does not seem to me 
to be a determinant of the volume of flow. 

Senator Frear. Senator Sparkman. 

Senator SparKMAN. Thank you very much. I have just come in 
and haven’t had an opportunity to listen to Mr. Barkin’s statement. 

Senator Frear. We are honored by your presence. 

Senator Muskie. 

Senator Muskie. No questions. 

Senator Frear. Thank you very much, Mr. Barkin. 

(Mr. Barkin’s prepared statement follows :) 






STATEMENT BY SOLOMON BARKIN, DIRECTOR OF RESEARCH, TEXTILE WORKERS 
UNION OF AMERICA, AFL-CIO 


The problems confronting your committee must be defined more broadly than 
merely direct financial foreign investment. It is normally conceived as con- 
sisting of investment in physical plant together with the necessary machinery 
and auxiliary services. Actually, this investment is only one phase of the 
capital export problems. There are other dimensions. 

There are, first, companies which license other foreign corporations to use 
American patents. Second, there are companies which offer technical advice, 
counsel and know-how in the methods of manufactures, skills of management, 
merchandising and other phases of the art of business. Thirdly, there are 
American businessmen and technicians who acquire no ownership rights in any 
of these foreign countries but who enjoy prior claims on the output of specific 
manufacturing facilities and help them design products for the American mar- 
ket. Finally, there are American service groups in the United States in fields 
such as advertising, merchandising, legal advice, and other areas which help 
the foreign countries promote their goods in this country. 

The impact of these activities may be theoretically divided between those 
which are directed to the promotion of production facilities and products for 
other countries’ domestic markets or foreign markets other than the United States 
and those which are particularly searching for new outlets in the United States. 
These operations affect us differently. 

American textile manufacturers grant licenses to foreign countries to use 
American patents or to establish foreign subsidiaries. We are appending herete 
an incomplete list of American textile operations which have subsidiaries in 
foreign countries (app. 1). For the most part, these investments are designed 
to establish units in foreign countries for the respective local markets for foreign 
countries other than the United States. Very few of the goods produced by these 
subsidiaries are designed for export to this country. A few of the recent foreign 
investments such as those in the Philippines and Mexico no doubt have this pur- 
pose in mind, but the success of this venture is still to be determined. 

By far the more important activity in the textile apparel field is that practiced 
in the apparel and carpeting fields. American businessmen visit these foreign 
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countries and become associated with specific sources of supply. They enter 
into production contracts with these foreign companies in countries such as 
Japan, Hong Kong, Italy, and other low-wage areas. These companies then 
design the products and prescribe the sizes and the volume of merchandise specifi- 
cally for the American market. This practice has developed in such fields as 
scarves, shirts, blouses, children’s dresses, men’s suits, men’s slacks, shoes, and 
wilton carpets. The volume of such imports has grown sufficiently large so that 
in several of these fields imports account for a substantial proportion of total 
American consumption. But what we are emphasizing is that the products are 
designed by and made under the supervision of Americans who are helping to 
develop local industry so that they may benefit from the low labor costs in these 
areas. In most instances there were no comparable local products prior to the 
initiation of this agreement. 

This development in the apparel industry has assumed such proportions that 
American designers are now found in Japan and Italy. Most large retail mer- 
chandising organizations have representatives abroad who are constantly search- 
ing for manufacturers who will produce items specifically for the American 
market. Where necessary, they help in the design and evaluation to assure its 
appropriateness for the American market. Thus, the foreign producers are being 
aided to produce specifically for the American market. In the apparel field this 
trend is growing and constantly assuming even greater proportions. 

The expansion of foreign manufatured items of apparel which enter the 
American market not only adversely aifects the apparel industry but also the 
textile industries. The latter find that its domestic market for such goods is 
constantly shrinking. This development presents a growing challenge to the 
American industry and the employees within them. It is a more serious threat 
to the ultimate future of the American textile industry than the investments of 
American textile companies abroad. 

Sufficient testimony has already been placed into the record of the various 
governmental bodies on the nature of these apparel imports. Therefore, further 
elaboration is superfluous. At the present time, limits on cotton imports have 
been voluntarily accepted by the Japanese. These relate to textile and apparel 
items. The tariff quota regulations act as a deterrent on excessive imports of 
woolen fabric, but the absence of a similar system on wool clothing has opened 
up the American market to Asian clothing products. The marked rise in imports 
of men’s suits and slacks has converted the men’s clothing industry, which has 
fought the tariff quota on woolen cloth, into petitioners for restrictions on im- 
ports of such woolen apparel items. 

The output of companies abroad, whether they be subsidiaries of American 
companies, foreign companies, or interests guided by Americans, should not in 
any way be dealt with differently from other exports from those countries. The 
essential characteristics of these operations is that American manufacturers and 
merchants are utilizing the low labor costs in these foreign countries to displace 
American-made products. While this no doubt helps the development of these 
foreign countries, they present most serious problems to the United States. 

(1) The first requirement, therefore, is that these operators, sponsors, or con- 
tractors, with respect to standards of wages, working conditions, and collective 
bargaining, should conform to the most liberal standards prevailing in those 
countries and that they dedicate their gains substantially to the economic ad- 
vance of these countries. 

Unfortunately, we have no specific labor code for American investments abroad. 
There is an acute need for such a code to be developed, promulgated, and endorsed 
by American industrial, labor, and public leaders. The present witness has urged 
this action on many groups but has made little headway because American indus- 
trialists are unwilling to sit down with American trade union leaders on such a 
project. May I therefore suggest that the present congressional committee could 
follow up the current hearings with a specific project designed to create such a 
code. 

(2) The second necessary program is the development of an appropriate policy 
of international trade which envisages the continuing export of American capital 
and know-how by American industrialists who desire to utilize low labor costs 
in other countries for reexport to the United States. We must also assume that 
many American manufacturers who originally had no such intent will resort to 
such export to the United States if there is a favorable turn of events for such a 
course of action as has happened in the case of all three major automobile manu- 
facturers. Examples of all of these practices are legion. We have already indi- 
cated that there are extensive examples of Americans using foreign productive 
capacity for the American market. 
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We would, therefore, offer the following basic principles for the development 
of an international trade policy. 

We urge that the present Trade Agreements Act be revised by substituting the 
following provision for section 6: 

1. The Congress would establish a safeguarded level of national production for 
all basic and essential industry. This safeguarded level would represent his- 
toric output such as the average production for 1954-7. This level would be 
defined in physical units of output. 

2. The U.S. Tariff Commission would be charged with establishing whether 
the protection of such safeguarded level of output required any increase in the 
rates of duty. Its findings respecting these rates shall be reported to the Presi- 
dent of the United States and shall become effective unless the President shall 
recommend against them to the Congress of the United States. These higher 
rates shall be stayed for 90 days. The Congress of the United States would 
have to act by majority vote to sustain the President. 

3. For the purposes of this action, the term “basic and essential industry” 
shall include industries which meet any of the following criteria: 

(a) It produces goods required for, or employs persons with skills required 
for, national defense, or required for maintaining the balance and dynamics 
of the American economy. 

(0) It is measurably more efficient and productive than foreign competi- 
tors and is undersold in the United States primarily because of wage differ- 
entials; but only if it provides technological and managerial leadership and 
design leadership to its competitors in other countries. 

(c) For any reason, domestic or foreign, it is undergoing a serious up- 
heaval resulting in plant closings, geographical migration, large-scale 
employee displacement, and marked increases in machine efficiency; or it 
is an industry in which large-scale investments are currently being made 
for modernization. 

(d@) It is located in (1) economically distressed or contracting areas 
and/or (2) single industry communities. 

(e) Its producing units and capital resources are small and its work force 
of advanced age. 

(f) It is an industry which is declining not only in the United States but 
also in the countries from which the product concerned has traditionally 
been exported to the United States. 

No domestic industry shall be treated as a basic and essential industry if the 
prices of its products have consistently risen at a relatively higher rate than 
the rise in the general level of prices of products in the same group. 

4. The determination as to what constitutes an industry for this purpose shall 
be made on the basis of the following criteria: (@) Avoid making an excessively 
narrow application which identifies an industry with a specifically limited 
product, and (0b) take into account whether, because of the insufficiency of alter- 
natives for shifting or conversion of capital or labor, the industry shall be iden- 
tified with all the products to which such capital and labor are devoted. 

5. Whatever rate is set shall be designed to protect the safeguarded level of 
national production and shall apply to all imports during any calendar year 
after there has been imported in such year a quantity of the product concerned 
which, when subtracted from the domestic consumption for the immediately pre- 
ceding calendar year, equals the average annual domestic production of the 
product concerned during the base period. 

The special value of this proposal is that the safeguarding process allows for 
the development of a double rate structure under our tariff system. The higher 
rates are designed to protect the American safeguarded level of production, and 
the lower is applied to the remainder of the imports. As a result these lower 
rates will apply to newer products and to the growth margin in American con- 
sumption. 

The above formula would focus the impact of the imports to the United 
States upon the newer and expanding industries rather than upon the older ones 
already faced with their own internal difficulties. Such free competition be- 
tween the foreign and domestic producers of newer products or those with vast 
growth experiences would tend to insure real reductions in costs and induce for- 
eign countries to invest in the newer industries where the opportunities for 
sound economic expansion really lie, rather than in the older traditional in- 
dustries which will, in the long run, not be rewarding even to the foreign 
producer. 

This selective principle for the reduction of tariff rates would remove the 
fear of injury among the American producers, diminish the resistance to the 
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lowering of rates in other areas, and would open up untold opportunities for 
the expansion of trade among countries. 

The application of this principle would at some future date leave a vast area 
of American consumption on the free list or with nominal tariff duties. 

Such a program would constructively weld the free nations together, for it 
would minimize adjustment problems and would invite the various countries to 
exchange liberally and to seek the best markets for the hundreds and thousands 
of new products which are likely to be produced in the future. It would repre 
sent a real dedication to the principle of liberal trade. At the same time this 
would minimize the threat to those current industries which were developed and 
protected from foreign competition but which would be injured and seriously 
disturbed by foreign imports. The young, vigorous, and new producers rather 
than the established industries would carry the brunt of the adjustment. 

Not only does this program define the policy for future tariff agreements, but 
prescribes a more precise formula for the application of the escape clause. We 
believe that the incorporation of the above principle in our administration of 
the escape clause would do much to simplify the determination as to when a 
particular industry is entitled to protection. 

The manner in which the double rate system would operate would be as fol- 
lows: An industry would apply to the U.S. Tariff Commission for certification 
as basic or essential. After such certification, the Tariff Commission would 
establish statistically the safeguarded level of production and the rate of duty 
to be applied to imports when they threaten such safeguarded level. 

The Tariff Commission shall also determine for the year prior to the applica- 
tion of the procedure the level of domestic consumption of such products. When 
imports in this first year reach a volume so that when they are subtracted from 
the domestic consumption for the prior year, the balance equals the safeguarded 
level of domestic production, all additional imports shall enter this country with 
this higher rate of duty. In each subsequent year, the Tariff Commission shall 
make a determination of the level of domestic consumption of the preceding 
year for use in the application of the formula. This procedure shall be a con- 
tinuing one. 

One important question arising in the administration of such a provision is the 
determination of the scope of the industry. Obviously an excessively narrow 
definition which identifies an industry with a specifically limited product is so 
restrictive as to be unrealistic. The Tariff Commission has been wrestling with 
this problem and has in fact defined the products more broadly than the pro- 
ponents of the amendments had intended. It is necessary therefore to clarify 
this point. 

Actually we are all concerned with a definition of an industry which truly 
constitutes a separable unit, so that if it loses markets for any of its component 
products there will be an insufficiency of alternatives for shifting or conversion 
of capital or labor with the result that serious injury of the nature defined above 
will occur. 

The American textile industry has recognized this principle in the broad 
fabric classifications used in the voluntary agreements with Japan. The quota 
arrangements have been set up for broad groupings similar in character to that 
adopted by the “U.S. Census of Manufactures,” which are the result of years of 
close study and consultation with producers, sellers, buyers, and workers. 

The purpose of the definition is to ascertain an area in which ready trans- 
ferability occurs for capital and labor. The more specialized the labor and 
sapital is, the narrower must be the industrial definition. The aim is to measure 
the impact of imports and the injury these inflict. If the imports are beginning 
to exceed the safeguarded level for an industry there should be the type of pro- 
tection which we have outlined. 

3. The third essential part of such a program must be the enactment of the 
area redevelopment program. A number of communities are now suffering 
from permanent distress because of the adverse effects of foreign imports. 
These communities must be aided in developing a program for economic rede- 
velopment. The area redevelopment bill passed by the Senate and approved by 
the House Banking Committee is essential to the considered redevelopment of 
our American economy. It is an essential part of any program of liberalized 
foreign trade or export of American capital and know-how abroad. 

We urge your committee, therefore, to recommend the preparation of a code 
of labor practice for American investors abroad; a foreign trade policy based 
upon the principle of safeguarding a national level of production and the passage 
of the area redevelopment program by the Congress of the United States. 
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Burlington Industries, Inc-_-- 


Celanese Corp. of America -- 


& Sons, 


Ludlow Mfg. & Sales Co-__.- 
Mount Vernon Mills, Inc. - - 


US. 


Foreign textile plants of U.S. 


See footnotes at end of table. 
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companies, 


July 1959—Continued 


Foreign subsidiaries Foreign textile plants 








Burlington International____.._.______ | Canada: Galt, Granby, Montreal. 
Mexico: Cuernavaca, Jintepec, 
Mexico City. 
Colombia: Medellin. 
Venezuela: Valencia. 

Chemeelle Fibres Ltd.; Canadian | St. Jean, Quebec, (yarn, staple 
Chemical Co., Ltd.; Celanese Mexi- fiber); Edmonton, Alberta, (yarn 
cana, S.A. | staple fiber); Ocotlan, Mexico, 

(yarn); Zacapu, Mexico, (yarn, 
staple fiber); Toluca, Mexico, 
(yarn, fabric); Toluca, Mexico, 
(nylon); San aa Mexico; 
San Cc ristobal, Mexico. 

Celanese Colombiana, S.A___- Cali, Colombia (yarn). 

Celanese Venezelona, S.A Valenci: 1, Venezuela (yarn). 


Petare Textile, C.A.. LaVictoria, Venezuela, (weaving, 
dyeing). 


Du Pont Co. of Canada Ltd. ! _.....| Shawinigan, Quebec, (films) » King- 
ston (yarn and te fiber 
Ducilio S.A., I.C.? (Yarn, staple fiber, film). 
Hughes Brushes of Canada, Ltd.; | Argentina, Australia, Brazil, Can- 
Hughes Brushes Ltd. (Great Bri- ada, Germany, Great Britain, 
tain); Ortho Pharmaceutical (Can- India, Ireland, Mexico, New 
ada) Ltd.; Ortho Pharmaceutical Zealand, the Philippines, South 
Ltd. (Great Britain). Africa, Venezuela. 


Johnson & Johnson Ltd. (Canada): 
Personal Products Ltd. 
Chicopee Mills (Canada) 

Johnson & Johnson (Great 

Ltd.: 
Johnsons Fabries Ltd. 
Johnson & Johnson (Irela 
Johnson & Johnson 
Ltd. 

Johnson & Johnson Pty. 

tralia). 

Cia. Johnson & 

(97 percent). 

Johnson & Johnson de Argentina. S.A 


Ltd. 
Britain 


nd) Ltd. 
iressings) 
Ltd. (Aus- 


Johnson do Brasil 


Johnson & Johnson (Pty.) Ltd. (South 
‘ frica) 

Johnson & Johnson (Rhodesia) (pri- 
vate) Ltd. 

Johnson & Johnson de Mexico, §.A. 
de C.V. 

Johnson & Johnson (New Zealand 
Ltd. 

Johnson & Johnson-Ethicon G.m.b.h. 
(Germany). 

Johnson & Johnson (Philippines), Inc. 

Ethicon Limited (Scotland). 

Johnson & Johnson-Ethicon A.B. 


Swe len . 
Johnson « 
C.4. (Venezuela). 
Johnson & Johnson 

(Great Britain). 
Johnson & Johnson of India (private) 


Johnson Inter-America 


Export Ltd. 


Ltd. 
LePace’s Ltd. (Great Britain). 
Masslinn Fabries Ltd. (Canada). 
Ethieal Products (Pty.) Ltd. (South 
Africa). 
Kay-er (Julius) & Co. Ltd London, Ontario, Canada (2); 
Sherbrooke, Quetec, Canada 
(2); Goderich, Oatario, Canada. 
Kayser-Roth International, 5S. ‘ L Roth de Venezuela, C.A.* 
Naigai Amino Kabushiki Kaisha 3. Japan. 
3 ‘ : 7 dewae ; Chije: Vina del Mar, Santiago, 
Tome, Concepcion. 
Colombia: Medellin. 
Cias. Unidas Vitarte, Victoria Inca, | Peru: Lima (3), Viterte. 
S.A. 


Kendall de Mexico, 8S. A. 

Kendall Co. (Canada) Ltd _ 

Fabrica Argentina de Materiales Ad- 
heswos, 8.A.5 


Mexico City. 
Toronto, Canada. 


Philippines; Mexico. 


| Ludlow Jute Co., Ltd - 


: Calcutta, India. 
' Filatures et Tissages Africains 7 


.. Africa. 
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Foreign textile plants of U.S. companies, July 1959—Continued 


















Foreign textile plants 


Foreign subsidiaries 





Company 
















Plymouth Cordage Co......| Plymouth Cordage Co. of Canada, | Welland, Ontarjo, Canada. 
Ltd. 

United Merchants & Manu- | Associated Tex. of Canada, Ltd.; | Finishing plants: Rio de Janeiro; 

facturers, Inc. Bernside Mills (Canada), Ltd.; Co. Brazil; Buenos Aires, Argentina, 

Mercantil Mfr. Pan American Maracay, Venezuela; Colonia, 
S.R.L.; Milsaldos 8.R.L.;Sudamtex | Uruguay; Louiseville, Quebec, 
de Venezuela C.A.; Coronet Enter- Canada. 
prises, Ltd.; Sudamtex, Soc. Anoni- | Weaving plants: Buenos Aires, 
ma Tex.; Sudamericana (Argentina); Argentina (2); Colonia, Uru- 
Tiendas Milsados 8.A.; Sudamtex quay; Maracay, Venezuela (2); 
de Uruguay, 8.A.; United Interna- Rio de Janeiro, Brazil (2); Louise- 
tional Corp.; Milsados S.A. (Uru- ville, Quebec, Canada. 





guay); S.A. Contonificio Gavea 

Brazil); Urace, S.A. (Uruguay). 
West Point Manufacturing | Rivington Carpets, Ltd.§___.........-- Horwich Junction, England. 
Co. Lantor, Ltd.?_- nnacndeé ciel Bolton, England. 

























1 Company owns 82 percent of stock. 

2 Company owns 72 percent of stock. 

3 Company owns 15 percent of stock. 

4 Company owns 51 percent of stock. 

§ Company owns minority interest. 

6 In August 1958, company was reported to have acquired an interest in a new textile company in the 
Philippines, and in an existing textile plant in Mexico. 

7 Company had investment of $170,511 in capital stock of Filatures et Tissages Africains as of Dec 
31, 1958. 

8 Owned jointly by Cabin Crafts, Inc. (subsidiary of West Point) and Wm. Baird & Co., Ltd. (Glasgow, 
Scotland). 
® Owned jointly by company and Tootal Ltd. (Manchester, England). 














and company financial reports. 





Source: “‘Moody’s Industrial Manual, 1959,”’ 





Senator Frear. Mr. Charles P. Taft, general counsel for the Com- 
mittee for a National Trade Policy is next. 
I understand, Mr. Taft, that you want to catch a 1:55 plane. 






STATEMENT OF CHARLES P. TAFT, GENERAL COUNSEL, COMMITTEE 
FOR A NATIONAL TRADE POLICY 








Mr. Tarr. I won’t keep you that long. 
The Committee for a National Trade Policy, which I represent 
toddy, was created in September 1953 to promote public understanding 
of the issues our country faces in its trade relations with the rest of 
the world and of the leadership role the United States must exercise 
in the reduction of trade barriers. It draws its support from all 
sections of the United States and all levels of American business. 

To give some indication of the scope of the representation, I would 
like to introduce at this point in the record a copy of our letterhead 
which lists committee directors. 

ae Frear. Without objection, it will be made a part of the 
record. 
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(The document referred to follows :) 
Boarp oF DIREcTORS, COMMITTEE FOR A NATIONAL TRADE POLICY 


Sidney A. Swensrud, Pittsburgh, Pa., chairman, CNTP; William L. Batt, Phil- 
adelphia, Pa., secretary, CNTP; S. D. Bechtel, president, Bechtel Corp.; Barry 
Binghan, editor in chief, Courier-Journal & Louisville Times; W. J. Schieffelin, 
chairman; Harry A. Bullis, chairman, General Mills, Inc., vice chairman, 
CNTP; Thomas D. Cabot, president, Godfrey L. Cabot, Inc.; Philip Cortney, 
president, Coty, Inc.; John F. Fennelly, Glore, Forgan & Co.; Lamar Fleming, 
Jr., chairman, Anderson, Clayton & Co.; Carl J. Gilbert, chairman, the Gillette 
Co.; J. Peter Grace, president, W.R. Grace & Co.; Charles D. Hilles, Jr., execu- 
tive vice president, International Telephone & Telegraph Corp.; H. J. Heinz II, 
chairman, H. J. Heinz Co.; Edward Littlejohn, director of public relations, 
Standard Oil Co. (New Jersey) ; Allen W. Merrell, assistant to president, Ford 
Motor Co.; Cecil Morgan, executive assistant to the chairman, Standard Oil 
Co. (New Jersey); Elmer F. Pierson, chairman, the Vendo Co.; James S. 
Schramm, executive vice president, J. S. Schramm Co.; Russell G. Smith, execu- 
tive vice president, Bank of America, treasurer, CNTP; Ralph I. Straus, di- 
rector, R. H. Macy & Co., Inc.; Charles P. Taft, Headley & Taft, general 
counsel, CNTP; Thomas A. Taylor, chairman, International Packers; Thomas 
J. Watson, Jr., president, International Business Machines Corp.; W. H. 
Wheeler, Jr., president, Pitney-Bowes, Inc.; Brayton Wilbur, president, 
Wilbur-Ellis Co.; John W. Hight, executive director; Mrs. George L. Bell, 
legislative director. 

Mr. Tarr. The committee enjoys the support of representatives of 
most sectors of American economic life, and it has worked in close 
cooperation with many national and local organizations representing 
agriculture, industry, labor, consumer and civic interests. The AFL- 
CIO, U.S. Chamber of Commerce, League of Women Voters, Farm 
Bureau Federation, for example are among the organizations identi- 
fied with the committee. 

Our committee believes that the expansion of the trade of the United 
States with the rest of the free world is essenial to this country’s pros- 
perity and security. It believes that every decision made in the field 
of foreign trade policy should be governed by the interests of the 
Nation as a whole, just as in the areas of our internation political and 
military policies. And that is why we picked this name. It is the 
Committee for a National Trade Policy. 

The problem with which this subecommitee is presently engaged is 
one that has the most profound implications for our foreign economic 
policy, and indeed the whole of our foreign and security policy. The 
attitude the United States adopts toward private foreign investment 
may well be crucial for the industrial growth of most of the under- 
developed areas of the free world. It will thus be one of the major 
determining factors in the direction countries of those areas will go 
both politically and economically. The importance of our attitude in 
this field toward the more highly industrialized countries as compared 
to the underdeveloped countries is a matter of degree. The industria- 
lized countries could perhaps do without U.S. private investment, 
but we are convinced that it would be at the cost of less rapid economic 
growth both in those countries and in the United States itself. 
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It has frequently been argued, recently and over the years, that 
industrialization abroad takes away not only American export markets 
but creates the conditions for an invasion of our domestic market as 
well. And we have heard that stated by two witnesses at least in part 
this morning. It has been maintained that American investment 
abroad, by hastening this process, contributes to unemployment and 
loss of production at home and is thus self-defeating in the long or 
short run. 

Because our committee and others have felt that this contention has 
heen i inadequate ly refuted, we are publishing today, together with the 
Research and Education Committee for a Free World, which is Mrs. 
Lasker’s foundation, a survey entitled “Industrial Development 
Abroad—Threat or Opportunity?” This study shows clearly that, 
—- ally, trade between industrialized countries is greatest, and 
that as countries industrialize, trade expands, thereby causing produc- 
tion to increase in the countries concerned. Industrial growth in 
one country increases the opportunities for industria] growth in others, 
provided that al countries adhere both to domestic policies of eco- 
nomic expansion and to liberal commercial policies which encourage 
multilateral trading and continuing expansion of international trade. 
The main‘enance of these policies assumes, at least insofar as indus- 
trially mature countries are concerned, flexibility in adjusting to and 
taking full advantage of changing and competitive conditions. 

I understand that the Senator from New York asked for something 
like this survey yesterday, and we are very happy to supply it, al- 
though we hadn't previo musly known he was looking for it. A great 
many other people have been too. 

I might add that this enterprise started before Senator Proxmire’s 
resolution was introduced or before any of the events took place that 
led to the resolution, because it is a general problem that everybody 
has been disturbed about. 

I, would only want to point eut in connection with what appears on 
p: ge 6 of the study ¢ hat much of the ev idlenc ‘eon this point was assem- 
bled by the Economic, Financial and Transit Department of the 
League of Nations in 1945, but their figures only went up to the war. 
We have, therefore, summarized what is in that study, and have given 
the figures for the period since the war, as well. T he two together are 
really necessary to get a full review of this entire problem over the 
entire period of our history. 

I would only add what I think is perhaps mentioned very briefly in 
the pamphlet ; that the best evidence of the truth of this thesis is in 
the relationship of the United States to Great Britain over a period of 
overa century, during which investment by Great Britain in the United 
States ultimately made Great Britain one of the best customers of 
the United States and, more recently, investments of the United States 
in Canada made Canada the best customer of the United States, both of 
which points obviously bear out the general thesis of the document. 

T ask per mission of the subcommittee to include the text of this brief 
study with my statement today for inclusion in the permanent record 
of these hearings. 

Senator Frear. Without objection, it is so ordered. It will appear 
with your statement. ‘ 
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Mr. Tarr. Although there is little question that in the long run 
liberal import policies together with industrialization abroad, clearly 
contribute to economic growth and increased production and employ- 
ment in the United States, adjustment problems in the short run may 
potentially be of some consequence. It has been our experience, how- 
ever, that these problems are frequently exaggerated and that the vast 
bulk of American industry can and does meet import competition suc- 
cessfully when national policy requires it to do so. In the 25 years 
of operation of the Trade Agreements Act, during which a progressive 
reduction of U.S. tariffs has taken place, we have heard the repeated 
pleas of specific industries that consider themselves injured by in- 
creasing imports. Most of these pleas and certainly the predictions 
have been ill founded. 

I might cite one instance that might be recalled by the Senators 
that is relevant, and that is the case of velveteen. I heard first about 
velveteen in 1955 from the Senator from Virginia. There was a plant 
in Virginia employing 250 people making velveteens. At that time 
the imports from Japan were increasing very greatly. 

The prediction was that the persons ‘employ ed in making velveteens 
would be wiped out, and the plants would be closed. 

In 1955 there were 1,200 employed in all the velveteen plants in 
the United States. In 1958, after 3 years of this operation, that was 
supposed to wipe out the industry, there were still 900 employed in 
velveteen plants. 

I don’t mean it wasn’t a serious effect on them, but I am pointing 
- the predictions are usually exaggerated to a degree. 

The majority of industries involved have continued their growth 
during this period in step with American industry as a whole and 
have maintained or increased their share in the American market. 

In the last year or so a new element has been added to the protests 
against imports. It is now increasingly contended that the United 
States is “pricing itself out of the market” in international trade all 
across the board. It is maintained that even our traditional export 
industries are unable to compete in world markets and are being 
forced to transfer production abroad. 

There is little sound evidence to support the contention that the 
United States is “pricing itself out of the market” on any general 
basis. The National Industrial Conference Board in a study pub- 
lished in May 1959, “American and the World,” points out that in 
the two periods, 1948-53 and 1953-57, the U.S. price level in terms 
of GNP increased slightly more than comparable price levels for 
Italy and West Germany ‘but less than the price levels of Belgium, 


Canada, France, Sweden, the United Kingdom, and the Netherl: nds. 
Page 26 of this study states— 


the degree of recent inflation in the United States proves to have been mild when 
compared with that in most other industrial countries. In fact, we alone of the 
countries (in the chart) have fared comparatively well in both of the 5-year 
periods. 


Since our price level in the last 18 months has been relatively stable 
there is no reason to believe that we have fared any worse during 
this most recent period. 

In an additional study just published by the OEEC, which is the 
Organization for European Economie Cooperation, “A Comparison 
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of National Output and Productivity of the United Kingdom and the 
United States,” it is concluded that wage differentials in the two coun- 
tries mirror an equally great disparity in productivity. In manufac- 
turing industries U.S. w workers turned out 2.9 times as much as their 
British counterparts. The differential is even more striking in cer- 
tain industries: 

In lumber and furniture, paper and paper products and automobiles, the 
United States has an output 10 or more times that of the United Kingdom, a 
very high relative output per worker, with correspondingly low net cost 
ratios. * * * Output per worker in the American paper industry is nearly four 
times that of Britain and in the automobile industry four to five times as high, 
according to the price weights used. 

These figures are based upon 1950 data but there is no real evidence 
that the situation has changed since that year. 

Senator ProxMire. May I ask at this point, isn’t there quite a bit 
of evidence that the situation has changed pretty drastically in West 
Germany, for example, between 195§ and 19: - 

Mr. Tarr. I w aia not say so; no, sir. I don’t think the evidence 
is clear on it at all. Nor mally, if you try to take quarters or half 
years in order to arrive at some of these statistical comparisons, you 
find. yourself in a very great difficulty, as, for instance, in the argu- 
ment between the steel employ ers and the steel union over the ques- 
tion of imports of steel during the first quarter of 1959. The im- 
portation by tons is 50 percent more than exports. By dollars it is 
one-third less, so each of them may have been right. If you are 
measuring in dollars, then the exports are still one-third ahead of 
the imports. If you are measuring by tons, the imports are 50 per- 
cent more than the exports, but the trouble with the two statements 
is that the first quarter of 1959 is clearly and profoundly affected 
by the threatened steel strike, a period during which American pro- 
ducers were undoubtedly more considerate to their domestic pur- 
chaSers to permit them to stockpile. Domestic purchasers were also 
buying from abroad in order to stockpile. These considerations of 
over a brief period distort the statistical situation very seriously. 

Senator Proxmire. I am talking about page 11 of your study, “In- 
dustrial Development Abroad—Threat or Opportunity ?” 

Mr. Tarr. I will stand by those figures. 

Senator Proxmie. It points out the production of manufactured 
goods in the United States between 1953 and 1957 went from 100 to 
107; West Germany, it went from 100 to 149. And while I recog- 
nize, of course, that this production and productivity are not at all the 

same thing, nevertheless, on the basis of everything I have heard, 
read, and seen, it seems to me that there has been a tremendous in- 
crease in technological investment and capital investment and tech- 
nological improv ement, and so forth, in West Germany in this period, 
particul: irly since 1950. 

Mr. Tarr. You will have to distinguish between the two. 

Senator Proxmire. I am not saying this is necessarily a threat. I 
am saying that this is something in all fairness and in accur acy we 
should recognize because, of course, West Germany has recovered. 
They had a “tremendous distance to go. Their productivity was un- 
doubtedly low in 1950 and they have been recovering from the war 
reconstruction. But it is a fact, is it not, that they “have recovered 
substantially and improved their productivity greatly ? 
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Mr. Tarr. There is no doubt about that. But I would question your 
application of those facts to the question of productivity. The ques- 
tion of productivity revolves around unit costs. If you are talking 
about production, and this is a very important point, but for a differ- 
ent reason, it makes Germany more competitive because they are now 
in a position to fulfill all orders. There is no longer a question of de- 
livery. And for a purchaser this may be the important reason why he 
has shifted his buying to Germany although he bought from the 
United States 5 years ago. This was not because of cost or because 
of German productivity, but because he can now get prompt delivery 
from Germany as well as the United States. U.S. prices were perhaps 
always higher. 

A friend of mine sells in the Latin American countries for Luken- 
heimer, which makes valves. Five years ago he struggled with a 40- 
percent price differential, and he sold on the basis of quality and other 
involvements with respect to the type of product and on the basis of 
prompt delivery. One of the things besides the product improvement 
is the question of the capacity to produce, which is what you have 
just been talking about in West Germany. It means they can fill the 
orders and therefore they are more competitive. There is no question 
about that. They are more competitive. 

We are finally up against a normal competitive situation. And I 
must say that I think it is rather grudging 

Senator Proxmrre. This is the point I make. In 1950 we weren’t in 
a competitive situation ; in 1959 we are up against a competitive situa- 
tion. 

Mr. Tarr. Absolutely. 

Senator Proxmire. Therefore the figures you have here from 1950 
would not apply on the same basis and we would have to make substan- 
tial adjustments to recognize the fact that the competitive situation 
has greatly improved in Europe; which is a fine thing. 

Mr. Tarr. We are talking about several things here. We are talk- 
ing about productivity, about wage differentials, and about total 
ramen They are not the same. I am willing to address myself to 
that. 

Senator Proxmire. I said that. I started out by saying they are not 
the same, but I am saying that productivity on the basis of what we 
have heard and read, and I haven’t seen it contradicted, has increased 
much more rapidly in West Germany than it has in the United States 
since 1950. 

Mr. Tarr. In 1955 the coal people were able to demonstrate their 
production was 8 times as much as that in Germany; in 1958 they were 
able to demonstrate it was 10 times as efficient as that in Germany. 
That is the only one I happen to know specifically. I am sure I can 
find others. There may be some on the other side. I don’t think it can 
be accepted clearly that productivity in Germany has increased more 
in the last 3 years than in the United States. That is productivity. I 
want to talk now about wages. This is an important point. It is the 
point on which most of the people talk all the time. 

I wanted to give two examples; one that I got from the head of a 
company that buys meat abroad. It was agreed in a small-business 
conference that the differential in wages was about 3 to 1, as between 
perhaps France, England, and Germany on the one hand and the 
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United States on the other. This isn’t supposed to be accurate. In 
general, this was about it. 

This businessman felt from his experience abroad it was 3 to 
1. But this gentleman pointed out, when you bought the meat in 
the store, you paid the same price in France and E nel: und as you do 
m the U nited States. 

There may be a hidden cost. It may be in distribution or the way 
they sell it. But nevertheless, when it came to the consumer, he got 
no benefit from the difference in the actual dollars or pounds 
franes or whatever was paid in wages. 

Senator Proxmire. Isn't this whole discussion resolved fairly well 
by the National Industrial Conference Board figures that I read into 
the record earlier‘ You were here. They showed that our costs are 
somewhat higher in most lines, but that the discrepancy isn’t very 
much, It is greatly exaggerated. 

Mr. Tarr. That is correct. 

The second thing I want to point out, I think perhaps I will simply 
refer you to this, because I don’t endorse what is in it particularly, 
but Meyer Bernstein of the v nited Steel Workers made a study of the 
details of how you determine comparable wages here and in Europe, 
which he presented to the combined meeting of management and 
labor. He got applause from the employers when he finished, which 
seemed to be some testimony to the effectiveness of his presentation. 

What he points out was that there are a number of items which 
here appear as wage costs and which in foreign countries appear as 
taxes or as something else, which isn’t considered as wage costs at 
all. For one thing, for instance, housing is provided for the workers 
by a number of European steel plants. This appears in those com- 
pany statements as depreciation, not as wage costs at all, and in some 
countries—I forget which—it appears as taxes. 

So when you start comparing bare dollars of a wage, here and 
there, it is totally misleading. It is one of the trickiest comparisons 
that there is. 

In a significant paper prepared for the brokerage firm of Model, 
Roland & Stone, by Edward M. Bernstein, who is a different gentle- 
man, formerly assistant to the Secretary of the U.S. Treasury and 
more recently Director of Research and Statistics at the Interna- 
tional Monetary Fund, it is maintained that the recent gold outflow 
from the United States—I am not sure I want to go into this in de- 
tail. This is in my statement. 

Senator Sparkman. Mr. Taft, before you get into another discus- 
sion and get away from what you were talking about, you spoke of 
meat costing the consumer the same in France and England as here, in 
spite of the wage differentials being three times as high. What would 
have been the situation if that meat were exported to this country 
instead of being sold to the ultimate consumer in France‘ 

Would those prices be reflected in the prices charged to the pur- 
chaser in this country ? 

Mr. Tarr. Senator, there is no serious restriction on the importa- 
tion of meat, I think. 

Senator Sparkman. I realize that. 

Mr. Tarr. In that case, it is not over 5 percent, even from Mexico 
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Senator SpaRKMAN. You said there were hidden costs. I wonder 
if there are hidden costs of the type you were speaking of, such as 
housing or taxes that were involved, costs of that kind which must 
follow the product through, or some kind of a profit that can be cut 
down i - order to compete in the world market. 

Mr. Tarr. Those two you mention clearly had to be included. There 
may be others, as you say, that can be avoided by the export of the 
goods. 

Senator SPARKMAN. It would seem to me that the National Indus- 
trial Conference Board figures would indicate—I will ask you if this 
is a fair statement—that apparently those are fixed costs that go with 
the product or else you would not have gotten so nearly the same ratio. 

Mr. Tarr. That is right. This is correct. And then, of course, 
you have to add transportation to this country which makes the 
complet e difference between 

Senator SpaRKMAN. Let me ask you something else. You and I 
have discussed this before other committees. I have often said to 
my textile people that it would be impossible to build a tariff wall 
high enough to make up for the differential in labor costs. But what 
are we going to do—and I think that is right—when, as in the case 
of textiles, we have this single-shot proposition of sending in spe- 
cialty goods in great quantities, just one particular line? 

Mr. Tarr. Velveteen, ginghams. 

Senator Sparkman. This month it will be blouses, next month it 
will be velveteen, and another month it will be ginghams, and so 
forth. What is the answer to that with reference to the impact upon 
our industry ? 

Mr. Tarr. My first comment would be that those are all very small 
portions of the main base of the textile industry. 

Senator SpaRKMAN. Yes; if we take, as a matter of fact, the total 
import of textile goods in this country from Japan, it is practically 
nothing. I think the textile industry will tell you they wouldn't 
mind it at all. But when they single-shot a particular line, as I said, 
it closes down, virtually closes down, mill after mill, and throws the 
employees out of work, and later on they will shift to some other 
line and then it hits another line of mills. How do you take care of 
that? Iam really seeking information. 

Mr. Tarr. I was surprised and pleased to hear Mr. Barkin raise 
the question as to whether you could demonstrate that any of those 
closings were due to imports, because I would have considerable 
doubts myself, except in the very limited area that you have been 
talking about. 

Senator SparKMAN. That is all I am holding it to, because certainly 
when we measure it against the total output of this country and our 
exports the total imports are very small. 

Mr. Tarr. This is‘a difficult question to answer. I would say— 
and this is no help perhaps—that it seems to me a most unwise export 
policy on the part of Japan to concentrate on two or three things like 
that, which will cause a lot of heat and trouble instead of tackling 
the basic problem of exporting to the United States and establishing 
a proper share of the market for specialties and whatever is involved. 
That is a question of policy for them; not for us. They have, in 
fact, put some sort of limitation on exports of textiles. It has also 
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this element in it: in the case of blouses, to a considerable degree, 
they opened up a new market for a cheap, attractive silk blouse, 
which had not been really touched by American producers before, 
the kind sold in Klein’s on the Square in New York City. That still 
doesn’t answer your problem, because they did flood the market. 
They got up to 70 or 80 percent of the total market in some years 
for particular items. 

They have now put some sort of a quota on exports. 

Senator SparKMAN. They did. 

May I say during the last year or year and a half it worked very 
nicely. I was in Japan about a year and a half ago and I talked 
with the Prime Minister. We had not been talking very long when 
he brought up this subject. I went from his office over to the For eign 
Minister’s office, Mr, Fujiami, and he didn’t wait to speak of it, 
his opening sentence had to do with it. 

I found out they were very much concerned about the reaction 
in thiscountry. I told themtwothings. First of all, we didn’t mind 
competing with them in the world market, provided they put up a 
competitive product that was a quality product and not shoddy 
goods; and, secondly, I said that they ought not to flood the market 
with these single items. 

Both agreed with me, but said there was a great problem there in 
Japan because they had so many small producers. Then following 
that, they did put on a quota system that worked very well. But 
now you have the compounded problem of sale and resale and trans- 
shipment, and so forth, particularly through Hong Kong. 

I just throw that out because, if you have any suggestion at any 
time I should surely welcome it. 

Mr. Tarr. I think perhaps I would like to comment on Mr. Barkin’s 
proposal to meet this sort of thing. I thought I had not heard of 
it before, but I do remember now that he presented it twice. I had 
neyer seen his statement of the proposal before. 

I would simply point out and this bears on the question you 
asked 

Senator SparKMAN. That was this morning? 

Mr. Tarr. Yes. 

Senator SparKMAN. I am sorry, but I was not here. 

Mr. Tarr. In his statement you will find the summary of it. 

In effect, this is a broadening of the present security clause under 
the Trade Agreements Act and I just cannot understand how any 
Government regulation or bureau attempting to enforce a regulation 
is going to distinguish between the old plants in South Carolina, and 
there are a lot of them there, and the new ones in North Carolina or 
in your own State of Alabama. How are you going to distinguish 
in trying to apply this plan, between the leading units of the industry, 
such as those of Mr. Cannon, or the other plant, on the other hand, 
that employs 250 people down in Charlottesville, Va., that makes noth- 
ing except woolens? How can that plant compete at all against these 
new mixed fabrics? 

So I just don’t see how this plan is workable under any possible 
conditions, any conceivable circumstances. 

I am interested in a number of apparent limitations that restrict 
the whole thing to the textiles, since that is the only industry I know 
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of which meets the conditions stipulated. It is declining not only in 
the United States but also abroad and the product concerned has been 
traditionally exported. 

There is no other industry that comes within that one. It ap- 
parently applies only to textiles. Maybe Iam wrong. I would be in- 
terested to hear from Mr. Barkin. 

Senator Javirs. I have to go to the floor, but before I do I wanted 
to express my appreciation for your presence here, Mr. Taft, and for 
your giving us your counsel. 

Mr. Tarr. Thank you. 

If Imay goon, Senator ? 

Senator SpaRKMAN. I am sorry, but I will have to leave, too. I am 
sorry to have been here for such a short time. I was out in your State 
of Ohio last night and was late getting back. 

Mr. Tarr. I hope you were in my part of Ohio. 

Senator SparKMAN. I was in Cleveland, some distance away. 

Mr. Tarr. I find a good many things to agree with with Democrats 
on occasion, but at the moment I happen to be fighting with both 
Democrats and Republicans. 

Senator Proxmire. That is not an unusual experience for you. 

Senator SparKMAN. I have been in that same position. 

Mr. Tarr. The fellow in the middle of the road is the fellow who 
gets hell from both sides. 

Senator SparKMAN. I was in the same position just recently on the 
housing bill. They cut me from both sides. 

I want to join in the expression of Senator Javits and I know the 
rest of us all appreciate your making this presentation, I only wish 
I could stay for all of it. 

Mr. Tarr. Thank you very much. 

I point out there was a reduction in total world exports in 1958. 
I don’t want to question Mr. Stewart’s figures on machinery over these 
periods, but U.S. commercial exports were a considerably larger part 
of the world total than in the period 1953-55. The statement refers 
to total exports, not just machinery. The U.S. share of world exports 
has varied during the period 1950-58 from 17.1 percent to 19.4 percent 
(in 1957). The figure in 1958 of 17.2 percent was exceeded in only 5 
of these 9 years. 

With respect to world exports of manufactured goods the United 
States has done as well as other industrial countries in maintaining 
its share—30.9 percent in 1951 and 30.8 percent in 1958. . 

Senator Proxmire. May I go to your text where you speak of what 
happened in 1957-58 during the Suez situation? You point out there 
that there was a temporary increase in 1956-57 in the volume of 
U.S. exports and then it came down to normal. Let’s take the pic- 
ture from 1951. 

This is what deeply concerns me, Mr. Taft. I find that U.S. ex- 
ports from 1951-58 increased from $16.1 to $16.3 billion, and those 
are not in constant dollars, and the first 4 months of 1959 were at an 
annual rate of $15.6 billion. 

This means, if you correct this for inflation, put it in constant dol- 
lars, that U.S. exports are about the same now as they were in 1951, 
and that, in proportion to our gross national product, they dropped 
from 4.3 percent down to 3.3 percent in the first 4 months of this year. 
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Our share of world exports seems to-be lower in 1958, I don’t have 
the figures for 1959, than they were in 1951, but the difference isn’t 
very great. 

Mr. Tarr. There is one point which is not in my statement and 
which I think perhaps is the answer to your question. During the 
last 244 years the prices of primary commodities have dropped 7 per- 
cent, at the same time that the price of industrial commodities in ex- 
port markets have risen 4 percent. 

What this means is that the primary producing countries, which 
include Latin America, which is one of our largest markets, have lost 
their capac ity to buy American goods by at least this proportion. 
And I think this certainly is an explanation in part at least of the 
dropoif of exports in the first part of this year ‘and 1 would suspect 
in the latter part of last year. 

This would be a very important factor because Latin America is 
where we have sold most of our goods and where a very large part of 
our own foreign investment has been. When their primary products 
go down, then they are in real trouble. If our stutf that they want 
to buy goes up at the same time, and there is a range of 11 percent, 
7 one way and 4 the other, it certainly made up part of the reason 
for that dropoff in the first third of 1959. 

Senator Proxmire. I agree that is an excellent point and the staff 
the committee is now enga ged in trying to get a breakd iown of these 
export figures, because en masse they mean a lot less. 

The analysis is very clumsy as compared with a breakdown and we 
are fl ing’ to get that. Ne vert hel: 3S, it seems to me that this overall 
picture is not one that should make us optimistic, but make us look 
hard for answers and find out why it ts that at a time of expansion 
throughout the world in production and in trade U.S. exports seem 
not to be increasing but seem to be dropping in relation to our total 
production here in America, rather alar mingly. 

A drop from 4.5 percent to 3.3 percent is a decisive drop. That is 
a quarter of the total. 

Mr. Tarr. I have given the ratio between 1951 and 1958 on this 
point. Imports were 3.37 in 1951 and 2.96 in 1958, in terms of gross 
national product. Thus we have consumed proportionately a great 
deal more domestic goods than foreign in 1958. This applies to ex- 
ports,too. It leaves us less in the end for exports. 

Senator Proxmire. Can you give me the source for those figures? 
We had figures that contradicted that. 

Mr. Tarr. On imports? 

Senator Proxmire. On imports, yes. 

Mr. Tarr. I think our economists better get together with yours. 
What you gave me was exports before. 

Senator Proxmire. That is correct. 

Mr. Tarr. I gave you imports which also show a dropoff. They 
simply are less, 

Senator Proxmrer. This is reconciled now. You are correct. 

Mr. Tarr. It is less because our gross national product has in- 
creased so fast. 

Senator Proxmire. That is right. 

Mr. Tarr. I think I should say just a word about what Mr. Cross 
and Mr. Stewart have said, because it seems to me that the main point 
about this is that we are engaged in a highly competitive period be- 
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cause of the increase in capacity abroad, and some increase in pro- 
ductivity. I don’t believe as I said before, it is any more than it is in 
the | Tnited States. I think it is less. Nevertheless, there it is. There 
is more competition. But I must say it seems to me extraordinary 
that people in the capital goods industries should be so grudging 
about their conclusion that they ought to go to work and start selling 
and improve their product and compete. 

Mr. Cross ended up by saying this, that most exports would seem 
to be in engineering know-how and in special components not yet 
available in Europe. 

Obviously, this is oe we are supposed to be good at. And Mr. 
Stewart goes on to say, “Oh, yes; you should have better sales.” 

If you are going a c Saas te, you have tocompete. That is the way 
you do it in capital goods. Here is a revolution in industry that is 
going to go on all around the world and doesn’t the American in- 
dustry want part of it? If they do, that is the way to go about it. 
They ought to be enthusiastic about it. Iam not imagining this kind 
of enthusiasm. I heard the foreign director of one of the big business 
machine concerns talking the other day. This is exactly what he is 
doing. Here is a most interesting sample of just what I have been 
saying. Adding machines show an increase in emports; beginning 
after the war, going up to about 1950 to 1951, and then gradually 
dropping off. In caleulating machines it shows the same thing. In 
the more sophisticated bookkeeping types of machines, it goes straight 
up, and in electronic computing machines, it goes up like this. 

I am awfully sorry that he couldn't come down to testify. We tried 
to get him. It was too short notice and he couldn’t make it. I will be 
glad to give the committee his name, if you can get him at a later date, 
because he can present this much better than I can. 

His point is that our job as an advanced industrial country is to 
develop more sophisticated types of products and more efficient pro- 
duction methods and with those we should advance and employ more 
and more people of higher and higher skills. At the same time we 
should be quite willing to leave to foreign producers some of these 
simple kinds of products that they can make for themselves. 

I do want to add one more thing and then perhaps I had better 
conclude, Senator. 

I refer to the continuing talk of U.S. loss of competitiveness in 
world markets. I say they say they are no longer able to compete. 

If one examines the actual situation, one frequently finds that these 
announcements are not as serious as they appear to be. For example, 
the incentive perhaps for Senator Proxmire’s resolution was the an- 
nouncement by a major tractor manufacturer in Wisconsin that there 
was a strong possibility that they would import into the United 
States a small diesel tractor made by its plant in Europe. 

Senator Proxmire. May I say to you, Mr. Taft, that that was not 
the incentive for my resolution. It was based on a certain series 
of situations and, while I was aware of this, it was not the major 
reason for my introducing it. 

Mr. Tarr. All right. Then I would only say that in the Wall 
Street Journal of July 1 appeared an announcement by the same 
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manufacturer which perhaps should go into the record since the Sen- 
ator has referred to it on the floor, as follows, that [reading]: 


it will market in December a U.S.-made diesel tractor to compete with small 
units being imported from Europe. 

Price of the new tractor * * * is expected to be in the neighborhood of 
$2,750, competitive with the small foreign models and substantially less than 
the company’s smallest present domestic diesel, priced at $5,000. 

To achieve the cost-cutting necessary to make the model competitive has 
ealled for a steep capital investment in new machinery. Company officials, 
however, decline to put a figure on cost of the new equipment which has included 
the installation of a new production line at the company’s Rock Island, IIL, 
plant. 


Senator Proxmire. I was going to say, that doesn’t help Wisconsin. 
Mr. Tarr (continues reading) : 


This highly automated line * * * is designed to roll out 20,000 engines a 
year. Automation alone cuts the cost of producing the engine by about 40 
percent compared with older U.S. production methods, says the company. 

“By increasing the volume of engines out in the plant, we will cut our unit 
cost by about 5 percent,” officials estimate. 


Senator Proxmire. Unfortunately, I have to leave to go to the 
floor, too. 

I agree with my colleagues in saying to you and to the other wit- 
nesses that it has been extremely interesting, as well as enlightening. 

Mr. Tarr. I think, sir, I will stop myself with the assumption that 
the balance of my paper will be in the record along with the new 
pamphlet which we produced. 

Senator Proxmire. Perhaps Senator Muskie would like to continue. 

Mr. Tarr. I will be glad to answer any questions. 

Perhaps I should put in the whole c lipping. 

Senator Proxmire. Fine; without objection, that will be so ordered. 

(The article referred to follows :) 


¢ [Wall Street Journal, July 1, 1959] 


J. I. CASE To OFFER U.S.-MaApE SOMPETE I rs ‘FICIALS 
Say AUTOMATION Is Factor IN HOLDING PRICE OF SMALL DIESEL UNIT aT 
$2,750 

(By a Wall Street Journal staff reporter) 


CxuicAaco.—J. I. Case Co., Racine, Wis., disclosed it will market in December 
a U.S.-made diesel tractor to compete with small units being imported from 
Europe. 

Price of the new tractor, says Case, is expected to be in the neighborhood of 
$2,750, competitive with the small foreign models, and substantially less than 
the company’s smallest present domestic diesel, priced at $5,000. 

To achieve the cost cutting necessary to make the model competitive has 
called for a steep capital investment in new machinery. Company officials de- 
cline, however, to put a figure on cost of the new equipment which has included 
the installation of a new production line at the company’s Rock Island, IIL, 
plant. This highly automated line, Case officials say, is designed to roll out 
20,000 engines a year. Automation alone cuts the cost of producing the engine 
by about 40 percent compared with older U.S. production methods says the 
company. 

“By increasing the volume of engines out in the plant, we will cut our unit cost 
by about 5 percent,” officials estimate. 

“A month ago I would have told you development of the small diesel tractor 
was impossible,” asserts Mare B. Rojtman, president of the Racine concern. It 
was barely 2 months ago, in fact, that Mr. Rojtman was saying, for example: 
“There’s a strong possibility we'll import a small diesel tractor; we'll certainly 
make the decision by yearend.” 
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His comment followed announcement by International Harvester Co. that it 
planned to import a small diesel of about 32 horsepower from its British sub- 
sidiary. The first of Harvester’s units arrived in the United States in April. 
Harvester had joined Ford Motor Co., whose tractor division began bringing in 
the Ford Dexta from Great Britain late last year. 

Farmers in recent years have been showing increasing interest in fuel cost 
Savings so they had begun to favor diesel tractors as opposed to gasoline powered 
units. United States concerns, however, were producing only larger diesel trac- 
tors, offering only gasoline engines in their smaller models. 

Case began 2 years ago to develop a small diesel in this country. “But we 
never figured we'd be able to make it at a price competitive with foreign models,” 
says Mr. Rojtman. Case, like Ford and Harvester, figured high labor rates in 
this country would push production costs well above those of Great Britain or 
France. Harvester officials estimate per-unit wage rates abroad, for example, are 
at least 60 percent under those of this country. 

In addition, foreign tractor producers have been concentrating on diesel devel- 
opment for many years. Nearly all tractors sold abroad are diesel because of 
the high cost of gasoline there. 

When Case officials last week got their first look at final cost caleulations on 
the tractor developed here, says Mr. Rojtman, “figuring in the $150 it costs to 
ship a tractor from Europe to this country, we discovered we could make the 
unit here for a little less.” 

The new tractor will not be entirely free of the foreign influence. A number 
of components, including the pump used to force fuel into the engine, will be 
purchased at lower prices abroad. 


(Mr. Taft’s prepared statement follows :) 


STATEMENT OF CHARLES P. TAFT, GENERAL COUNSEL, COMMITTEE FOR A NATIONAL 
TRADE POLICY 


The Committee for a National Trade Policy, which I represent today, was 
created in September 1953 to promote public understanding of the issues our 
country faces in its trade relations with the rest of the world and of the leader- 
ship role the United States must exercise in the reduction of trade barriers. It 
draws its support from all sections of the United States and all levels of Ameri- 
can business. It enjoys the support of representatives of most sectors of 
American economic life, and it has worked in close cooperation with many 
national and local organizations representing agricultural, commercial, labor, 
consumer, and civic interests. 

Our committee believes that the expansion of the trade of the United States 
with the rest of the free world is essential to this country’s prosperity and secu- 
rity. It believes that every decision made in the field of foreign trade policy 
should be governed by the interests of the Nation as a whole, just as in the areas 
of our international political and military policies. 

The problem with which this subcommittee is presently engaged is one that 
has the most profound implications for our foreign economic policy, and indeed 
the whole of our foreign and security policy. The attitude the United States 
adopts toward private foreign investment may well be crucial for the industrial 
growth of most of the underdeveloped areas of the free world. It will thus be 
one of the major determining factors in the direction countries of those areas 
will go both politically and economically. The importance of our attitude in 
this field toward the more highly industrialized countries as compared to the 
underdeveloped countries is a matter of degree. The industrialized countries 
could perhaps do without U.S. private investment but we are convinced that it 
would be at the cost of less rapid economic growth both in those countries and 
in the United States itself. 

It has frequently been argued, recently and over the years, that industrializa- 
tion abroad takes away not only American export markets but creates the con- 
ditions for an invasion of our domestic market as well. It has been maintained 
that American investment abroad, by hastening this process, contributes to unem- 
ployment and loss of production at home and is thus self-defeating in the long 
or short run. 

Because our committee and others have felt that this contention has been 
inadequately refuted, we are publishing today, together with the Research and 
Education Committee for a Free World, a survey entitled “Industrial Develop- 
ment Abroad—Threat or Opportunity?’ This study shows clearly that, his- 
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torically, trade between industrialized countries is greatest, and that as coun- 
tries industrialize trade expands thereby Causing production to increase in the 
countries concerned. Industrial growth in one coun.ry increases the opportuni- 
ties for industrial growth in others, provided that all countries adhere both to 
domestic policies of economic expansion and to liberal commercial policies which 
encourage multilateral trading and continuous expansion of international trade. 
The maintenance of these policies assumes, at least insofar as industrially ma- 
ture countries are concerned, flexibility in adjusting to and taking full advantage 
of changing competitive conditions. 

[ ask permission of the subcommittee to include the text of this brief study 
with my statement today for inclusion in the permanent record of these hearings. 

Although there is little question that in the long run liberal import policies 
together with industrialization abroad, clearly contribute to economic growth 
and increased production and employment in the United States, adjustment prob- 
lems in the short run may potentially be of some consequence. It has been our 
experience, however, that these problems are frequently exaggerated and that 
the vast buik of American industry can and does meet import competition suc- 
cessfully when national policy requires it to do so. In the 25 years of operation 
of the Trade Agreements Act, during which a progressive reduction of U.S. 
tariffs has taken place, we have heard the repeated pleas of specific industries 
that consider themselves injured by increasing imports. Most of these pleas 
have been ill founded. The majority of industries involved have continued their 
growth during this period in step with American industry as a whole and have 
maintained or increased their share in the American market. 

In the last year or so a new element has been added to the protests against 
imports. It is now increasingly contended that the United States is pricing 
itself out of the market in international trade all across the board. It is 
maintained that even our traditional export industries are unable to compete 
in world markets and are being forced to transfer production abroad. 

There is little sound evidence to support the contention that the United 
States is pricing itself out of the market on any general basis. The National 
Industrial Conference Board in a study published in May 1959 “America and 
the Wor'd,” points out that in the two periods 1948-53 and 1953-57 the U.S. 
price level in terms of GNP increased slightly more than comparable price 
level for Italy and West Germany but less than the price levels of Belgium, 
Canada, France, Sweden, the United Kingdom, and the Netherlands. Page 
26 of this study states “the degree of recent inflation in the United States proves 
to have been mild when compared with that in most other industrial countries. 
In fact we alone of the countries (in the chart) have fared comparatively well 
in both of the 5-year periods.” Since our price level in the last 18 months 
has been relatively stable there is no reason to believe that we have fared any 
worse during this most recent period. 

In a national study just published by the OEEC “A Comparison of National 
Output and Productivity of the United Kingdom and the United States,” it is 
concluded that wage differentials in the two countries mirror an equally great 
disparity in productivity. In manufacturing industries U.S. workers turned out 
2.9 times as much as their British counterparts. The differential is even more 
striking in certain industries. ‘In lumber and furniture, paper and paper prod- 
ucts and automobiles, the United States has an output 10 or more times that 
of the United Kingdom, a very high relative output per worker, with corre- 
spondingly low net costs ratios * * *. Output per worker in the American paper 
industry is nearly four times that of Britain and in the automobile industry 
4 to 5 times as high, according to the price weights used.” (These figures are 
based upon 1950 data but there is no real evidence that the situation has changed 
since that year.) 

In a significant paper prepared for the brokerage firm of Model, Roland & 
Stone, by Edward M. Bernstein, formerly Assistant to the Secretary of the U.S. 
Treasury and more recently Director of Research and Statistics at the Interna- 
tional Monetary Fund, it is maintained that the recent gold outflow from the 
United States does not support “the pessimistic view that the competitive posi- 
tion of the United States in world trade has been seriously impaired.” 

The fall in U.S. commercial exports in 1958 was especially large but it was 
entirely due to special circumstances. U.S. commercial exports, because of 
Suez, rose to $17.3 billion in 1956 and $19.3 billion in 1957—an increase of 37 
percent in 2 years. “It is not surprising that U.S. exports in 1958, excluding 
military transfers, fell to $16.2 billion.” The particular commodities whose 
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sharp decline in 1958 represented the major part of the falloff are crude petro- 
leum, coal and related fuels, cotton, wheat, iron and steel mill products and 
other metals and alloys, and automobiles and parts. 

This decline was a reflection of the reduction in total world exports in 1958. 
Yet U.S. commercial exports were a considerably larger part of the world 
total than in the period 1953-55. The U.S. share of world exports has varied 
during the period 1950-58 from 17.1 percent to 19.4 percent (in 1957). The 
figure in 1958 of 17.2 percent was exceeded in only 5 of these 9 years. 

With respect to world exports of manufactured goods the United States has 
done as well as other industrial countries in maintaining its share—30.9 per- 
eent in 1951 and 30.8 percent in 1958. This is in spite of a substantial recent 
increase in the German and Japanese shares of exports of manufactured goods. 

The Bernstein report points out that despite spectacular increases in im- 
ports into the United States of some products, such as small cars, “foreign 
exporters generally do not find it easy to compete in the U.S. market.* * * 
The United States has increased it purchases of import goods considerably in the 
last 8 years; it has increased its purchases of domestically produced goods 
and services even more.” For example, in 1951 imports as a percent of GNP 
were 3.37 percent; in 1958 the percentage was 2.96. “There is no convincing 
evidence that the United States is pricing itself out of world markets * * * com- 
petition in world markets is becoming much keener and the easy export mar- 
kets of the past are gone. That is largely because with increased output the 
export capacity of Western Europe and Japan has great increased, not because 
U.S. costs have risen disproportionately.” 

It should be emphasized that the difficulties in U.S. international payments, 
including the gold outflow, are not recent. In fact, since 1950 (except 1957) 
the total balance of payments of the United States has been adverse. This 
adverse balance, in spite of a substantial favorable balance in exports of goods 
and services, is owing primarily to private capital exports and foreign aid grants 
and loans. In 1958S the trade and current account surplus, in U.S. interna- 
tional pawments was more than $5 billion, excluding U.S. military expendi- 
tures and military aid supplies and services. The total adverse balance has 
been created by U.S. Government expenditures and transfers, which in 1958 
totaled $8.4 billion. U.S. private investment has been running at a rate of 
about $38 billion per year since 1956. Thus our favorable balance in goods 
and services, large though it is, is exceeded by our net outflow of capital, both 
private and Government. It must be noted in this connection, however, that 
U.S. assets abroad in 1957 were $58.9 billion as compared with foreign assets 
held in the United States of $20.8 billion. These assets are an indication of 
the basic strength of the U.S. dollar and the source of large and growing receipts 
in the U.S. balance of payments. In fact, they are a claim on the strength 
of any currency in which they are held and a clear hedge against any weakness 
of the dollar vis-a-vis that currency. If you can’t sell your property in a foreign 
country and get dollars, it certainly raises questions about the claim the dollar 
is weak. 

Finally, in a recent report in Standard and Poor’s “Outlook,” estimating the 
average unit price of exports in 1958 as compared with 1953 for a number of 
industrialized countries, it is concluded that the United States has fared some- 
what better than France, the United Kingdom, and Italy and somewhat worse 
than West Germany, the Netherlands, Belgium, Luxemburg, and Japan. The 
broad inference to be drawn is that export prices for U.S. products have cer- 
tainly not exceeded the average increase of the other industrialized countries. 

In spite of the foregoing evidence, talk of the U.S. loss of competitiveness in 
world markets persists. Numerous announcements have been made by U.S. 
companies that they are no longer able to compete with production abroad and 
that they are therefore proceeding, either through licensing arrangements or by 
direct investment in plant and equipment, to transfer production to other coun- 
tries with the intention of importing into the United States. This has been 
‘alled “the export of American jobs.” 

However, if one examines the actual situation, one frequently finds that these 
announcements are not as serious as they appear to be. For example, 2 months 
ago a major tractor manufacturer in Wisconsin announced that there was a 
strong possibility they would import into the United States a smail diesel tractor 
made in its plant in Europe. The same company has now announced in the 
last few days that it will begin marketing in the United States in December a 


43528—59—_—-10 





142 U.S. PRIVATE FOREIGN INVESTMENT 


U.S.-made diesel tractor to compete with the small units being imported from 
Europe. Company officials said that the installation of new automated pro- 
duction equipment in its Illinois plant has made it possible to cut costs to the 
point where the American product is competitive with the lowest priced Euro- 
pean product. 

Another tractor manufacturer announced a few months ago that it was im- 
porting for the first time a small diesel tractor from its plant in England. It 
developed, however, that this tractor was intended to supply a small potential 
market in this country which had not hitherto been supplied by any American 
product. Because production facilities were established abroad, it was eco- 
nomical to supply that U.S. market with the foreign product rather than build 
up a production line in the United States on what was essentially a sales 
experiment. 

One company official announced that there was no intention to permit any 
facilities in its American plants to lie idle because of imports. Facilities would be 
used to develop new products. 

This is in fact what has happened in the vast majority of companies who 
produced both in the United States and abroad. There has been an increasing 
tendency to shift U.S. production to new and more sophisticated products and to 
manufacture the older and simpler products abroad. In most cases employment 
in the United States has increased at the same time there is an increase in 
production abroad. Moreover, the increased U.S. employment is normally at 
higher wage rates than before and involves higher skills. 

All of this is not to say that with the latest American equipment, with Ameri- 
can management production abroad, and with the lower wage rates the process 
may not result in lower costs abroad. This may obviously be true in many 
individual cases. It must be remembered, however, that wage rates are rising 
abroad at a more rapid rate than in the United States, that wage rates are 
essentially a reflection of productivity and that inevitably in those instances 
where American equipment and management increase productivity abroad there 
will be heavy pressure for wage increases. Moreover, material costs and social 
charges, often appearing as taxes, not wage costs, are commonly higher abroad 
than they are in the United States as wage costs. Interest rates (the cost of 
capital and financing) are usually higher. In many countries it is required by 
law or is traditional practice that workers be kept on the payroll through good 
times and bad whether or not there is work to do. 

All of these factors add to costs abroad and in many cases offset completely the 
advantages of lower wage rates. 

It is unfortunate that many of the announcements of new production abroad 
have been made during the period of the wage negotiations in the steel industry. 
It is thus possible that the major motives for foreign investment have been 
obscured by the wage controversy. 

The reasons for foreign investment are clearly many, but prime among them is 
the desire to surmount trade barriers maintained by other countries and to 
enter markets for that reason restricted or closed to U.S. exports. This is un- 
doubtedly the case in many investments in the Common Market. The assumption 
upon which these investors proceed is that the Common Market will maintain 
restrictions against U.S. exports at a substantial level while at the same time 
progressively freeing trade within the Community area. Under these circum- 
stances it is obvious that the market can best be supplied from plants in any one 
of the six countries. 

This assumption may well be extremely doubtful. Those Europeans primarily 
responsible for the creation of the Common Market have made it clear that the 
policies of the European Community will be expansive rather than contractive; 
that their aim is increasing multilateral trade with the world at the same time 
they progressively remove restrictions within the Community. Whether in fact 
the development will be in that direction depends heavily on U.S. trade policies. 
In this context, the success of the general round of tariff negotiations under 
the GATT, commencing in the fall of 1960, will determine the direction of these 
policies. In fact, the success of these negotiations may well determine the fate 
of the entire world multilateral system of trade. It is thus apparent that the 
strength and vigor of the general agreement is of crucial importance to the 
U.S. objective of a multilateral trading world in the future. 

Moreover, it is through the GATT that present restrictions maintained by 
other countries against U.S. exports will be relaxed in the coming years. Signifi- 
“ant progress has already been made. In the last GATT meeting in April the 
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United Kingdom and Germany announced a substantial relaxation of its restric- 
tions against dollar goods. The Netherlands practically eliminated such restric- 
tions and French representatives strongly implied that France was prepared to 
make substantial progress in the near future. It is significant that these countries 
have all publicly recognized their obligations under the agreement to remove 
restrictions as soon as their balance of payments situation permits. If this trend 
continues and the intentions are carried out, and we believe it will in most 
cases, provided again that the United States maintains a liberal trade policy, 
one of the major motives for the transfer of U.S. production abroad will be 
removed and such U.S. private foreign investment as will take place will be 
based upon sounder economic and international considerations than the desire to 
hurdle a trade barrier. This is obviously all to the good. 

In summary, it should be said that there is no question that there is increased 
competition around the world against U.S. exports. A number of industrialized 
countries have now come into full production and can meet American delivery 
terms and price terms. Under the circumstances the United States must for 
the first time since the war have regard for its general price level as compared 
to other countries. This is a new phenomenon for the United States in recent 
years. In none of the years since the war has the United States needed to 
concern itself with whether its internal fiscal and monetary policies would have a 
serious impact on its external balance of payments. This is no longer the case. 
In view of the obligations the United States has accepted in terms of foreign 
aid and capital export, we must now have careful regard for the international 
repercussions of our financial policies. 

This also is to the good, however, just as increased international competition is 
to the good. It will result as it always has in the past, in better products at 
lower prices and should contribute to the economic growth and prosperity of the 
entire free world. 


(The publication referred to by Mr. Taft in his testimony, follows :) 
INDUSTRIAL DEVELOPMENT ABROAD—THREAT OR OPPORTUNITY ? 


Study by Committee for a National Trade Policy, July 1959 


FOREW ORD 


Does U.S. public or private investment in productive enterprise overseas build 
up injurious competition for U.S. exports in world markets and invite low-cost 
competition in our home market? 

Or may it be expected, by increasing purchasing power in other countries, to 
result in larger markets for U.S. exports and through competition to stimulate 
increased productivity at home? 

These questions have often been raised in the past. They are being raised 
again today as the United States and other industrial countries consider the 
problem of lending the underdeveloped countries the capital they need to build 
more modern economies with higher living standards. 

Policy decisions of far-reaching importance to the United States and the free 
world will be influenced by the way these two questions are answered. Much 
has been written on this subject, and many volumes contain statistics which 
have a bearing upon it. But this material is widely diffused, and not easily 
available to the public without research and interpretation ; moreover, analytical 
attention to this subject since World War II has been generally inadequate. 
Since the need for a clear understanding of these issues by all who contribute 
to or influence policy formation in this field is so important, it is felt that an 
examination of the historical evidence should be helpful as a guide to future 
action. The results of that examination appear in the text, tables, and charts 
presented in this pamphlet. 

This study has been prepared and published for the Research and Education 
Committee for a Free World by the Committee for a National Trade Policy. It 
was written under the direction of Lynn R. Edminister, economist, formerly spe- 
cial assistant to the Secretary of State and Vice Chairman of the United States 
Tariff Commission; assisted by David J. Steinberg, economic consultant, and 
Gizella Huber, statistical consultant. 

Copies of this study may be obtained from Committee for a National Trade 
Policy, 1025 Connecticut Avenue NW., Washington, D.C. 
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INTRODUCTION 


More than two centuries ago, when the capitalist system was in a much earlier 
Stage of growth and economic processes were little understood, European coun- 
tries based their economic and trade policies on the assumptions that there was 
only a certain volume of money, production, and trade in the world, that one 
nation’s gain was another’s loss, and that precious metals constituted real 
wealth. These ideas were dominant in economic policies that later came to be 
characterized as mercantilism. But as early as the 17th century these assump- 
tions began to be challenged. And with the publication a century later of Adam 
Smith’s great work, “The Wealth of Nations,” they were completely discredited. 

Since then economists have generally agreed regarding the main factors re- 
sponsible for world economic growth. The following passage from Buchanan 
and Ellis, “Approaches to Economic Development.” briefly sets forth these 
factors: 

“The remarkable growth of total output in the developed countries since, 
say, 1800 seems attributable to four basic factors that have operated powerfully 
and persistently: entrepreneurship; innovations and technical change; capita! 
accumulation; and increasing specialization and exchange between persons and 
regions nationally and internationally. All four were of course linked together 
in complex patterns rather than in a simple, linear cause-and-effect relationship. 
Without innovation and technical change, certainly capital accumulation would 
have been far less than it was. Without entrepreneurs actively to mobilize, 
recombine, and reorient existing productive resources, innovation, and capita! 
accumulation would not have augmented total output as they did. Indeed, they 
might not have occurred at all. Without the spread of the market that per- 
mitted specialization and exchange, the effects on output of the other three 
factors would have been much diminished.” 

The wider and more intensive use of capital in the older countries and its 
spread to other lands have vastly increased the volume of goods and services 
available for consumption, and living standards have risen. Increasing produc- 
tion has increased the capacity to buy and consume. Consumer wants have 
been found to be infinitely expandable, varied and changing as capacity to buy 
increases. Competition within and between countries has stimulated, not stifled, 
this process of economic growth. Specialization, economic interdependence, and 
a rising volume of international trade have been central to the entire process. 
Countries that have been in the orbit of this development have all shared in 
greater or less degree in its fruits. These are the central facts that emerge 
from historical experience. 

This process of world economic growth can be illustrated by a few simple 
historical facts regarding the internal economic development of the United 
States. In colonial times, and for more than a generation after we had won 
our independence, the economy of the Eastern United States was predominantly 
rural, based largely on subsistence farming. Nonfarming activity was chiefly 
in shipbuilding and shipping, fishing, lumbering, and to some extent in the less 
advanced types of processing and manufacture. With the opening of the West 
and with internal improvements reducing the cost of transportation of its farm 
surpluses to eastern markets, farmers in the East were compelled either to 
readapt their farming activities to the new conditions, move to the city, or go 
west. They did all three. 

Meanwhile, however, the economy of the East—stimulated rather than handi- 
-apped by this economic expansion beyond the Alleghenies—grew at a tre- 
mendous pace. Manufacturing rapidly increased. The East became the great 
center of industry, business, and finance for a national economy that was 
in process of rapid expansion. The initial setback suffered by eastern agricul- 
ture had not proved to be an economic reversal for the region. Later, as 
manufacturing developed in other areas, eastern manufacturers were forced 
to share more of the growing western market for manufactured products with 
local competitors and to concentrate more heavily on types of manufacturing 
in which the East continued to enjoy a competitive advantage. Here, again, 
however, there was no reversal of economic growth in the East, including 
growth of manufacturing. Quite the reverse. 

The relation of the East to the West within the United States is not, of 
course, strictly comparable in all aspects to the relation today of the United 
States to the underdeveloped countries of the world. The scarce factors in the 
development of the West were capital and labor, land being available in plenty; 
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whereas, in the underdeveloped countries of today, the scarce factor is capital, 
unskilled labor being available in great surplus. Moreover, the West was set- 
iled mainly by our own citizenry, with customs, traditions, and skills largely 
of European origin. Nevertheless, the essential facts are comparable: the 
Kast developed the West; it invested in the West; it met the competition of 
the West; and it thrived on the economic development and growth of the 
rest of the country. 

The questions posed in this survey cannot, however, be dismissed in general 
terms. What, in fact, do concrete historical data show with regard to the 
past effects of industrialization in underdeveloped countries upon industry in 
the advanced countries and how significant is such experience for the future? 


SUMMARY 
Historical evidence 

From an analysis of available historical-statistical evidence the following 
conclusions emerge : 

(1) More than half of the exports of manufactured goods from industrialized 
countries today go to other industrialized countries. From 1953 through the 
first half of 1956 (the latest period for which complete figures of this kind are 
availabie) about 53 percent of the manufactured goods of industrialized coun- 
tries went to other industrialized countries—this in spite of the fact that the 
population of the industrial group constituted only about one-fourth of the world 
population. Per capita exports of manufactured goods from industrialized 
countries to other industrialized countries are about five times those to non- 
industrialized countries. The reason for this is that industrialization is attended 
by increasing specialization and rising productivity and standards of living 
(pp. 5-8). 

(2) Increasing production of manufactured products has been historically 
accompanied by increased imports of manufactured products. Data extending 
as far back as the 1880’s and up to the 1930 depression show, moreover, that 
rior to World War I the upward trends of production and imports was more 
or less parallel. The similarity of these trends becomes disrupted during wars 
and in periods, such as the 1930's, of breakdown in multilateral trade. But data 
for recent years, ie, since World War II, show a resumption of the earlier 
tendency for production and imports of manufactured goods to rise together. 
‘hey also show that this is true for countries whether they are in earlier or 
middle or later stages of industrialization (pp. 8-14). 

}) Phe statistical data appear to indicate that the increases in imports in in- 
lustrializing countries e2re not in capital goods alone but also in consumer 
oods. For the older industrialized countries this is a likely inference from the 
fuct that imports of manufactured goods trended upward along with increased 
domestic production, most of the time at about the same rate, for the long period 
of nearly 50 years prior to the 1930 depression. Recent data furnish more 
concrete evidence. Overall postwar import figures for Latin America and in- 
dividual data for Mexico and Canada, distinguishing between imports of capital 
goods and consumer goods, indicate very definitely that this point holds true 
‘or these countries—countries that are in the earlier or middle stages of in- 
lustrialization. This distinction is important for purposes of the present sur- 
vey. It is to be expected that in its earlier stages industrialization will cause a 
rise in imports of capital goods. The real question is whether at a later stage 
total imports of capital and consumer goods will decline. The available his- 
torical facts give no support to this assumption (pp. 11-14). 

The past and current tendency for imports of manufactured goods to increase 
is countries increasingly industrialize is the logical outcome of basic economic 
forces, Economic and technological progress, whether in manufacturing or other- 
wise, means greater productivity, greater money income, greater capacity of 
people to satisfy their needs and desires for a wider diversity of goods and 
services. Increasing ability to buy is accompanied by changes in patterns of 
consumption. Some manufactured goods formerly imported may gradually 
cease to be imported. Some of the increases in domestic manufacturing may be 
of products which replace imports and perhaps later compete in world markets. 
But the overall tendency is toward a larger and more diversified total importa- 
tion of manufactured goods. A developing economy—increasing production and 
productivity—gives countries the means not only to produce more goods for 
domestic consumption but to pay for increased imports with increased exports. 
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What of the future? 


Does it necessarily follow, however, that what has been true in the past will 
be true in the future? It does not necessarily follow, but it can and should 
follow. For as countries become more developed, the potentialities for increased 
trade with the older industrialized countries increase, including increased market 
outlets for the manufactures of the latter. 

Potentialities—Nearly three-fourths of the people of the world live in under- 
developed countries. Some of these countries are semi-industrialized, but most 
of them are only in the earliest stages of industrialization and incomes are 
extremely low. By comparison with incomes per capita (in 1957) of $2,570 
in the United States, $1,899 in Canada, $1,104 in France, and $1,199 in the 
United Kingdom, per capita incomes such as $65 for Indonesia, $92 for Thailand, 
$134 for Iran, $68 for India, and $47 for Ethiopia are illustrative of the low 
standards of living in much of the world today. The manner in which these 
low standards are reflected in low import capacity is reflected in per capita 
exports of the United States in 1957: $4.10 to Iran, $1.28 to Indonesia, $1.32 
to Pakistan, and $1.10 to India, as against $14 to Japan, $21 to the United 
Kingdom, $50 to Netherlands, and $235 to Canada. 

Should incomes in the underdeveloped countries be induced, through invest- 
ment in production, to rise even 2 or 3 percent annually, increased buying power 
could cause an enormous increase in imports—stimulating production in the 
United States and the world over. 

Major controlling factors—Whether the potentialities of economic develop- 
ment in the underdeveloped countries are fully realized and the advanced 
countries fully share their benefits depends chiefly, so far as concerns economic 
factors, on the extent to which three conditions are maintained : 

(1) There must be continued economic growth in the industrialized coun- 
tries (p. 17). 

(2) There must be adherence in the free world to liberal commercial policies 
which encourage multilateral trading and continuous expansion of international 
trade (p. 17). 

(3) There must be, in the industrially mature countries, flexibility in adjust- 
ing to, and taking full advantage of, changing competitive conditions (pp. 17-19). 


HISTORICAL EVIDENCE 


What is the historical evidence regarding the long-term trend of imports of 
manufactured goods, as compared with domestic production, in countries that are 
industrialized or in process of industrialization? 

Even if the statistics show similarity in the trends of domestic production and 
of imports of manufactured goods, and that the industrialized countries are im- 
portant customers for each other’s products, is there reason to believe that there 
is a cause and effect relationship between increasing production and increasing 
imports of manufactured goods? Or might it not be more or less coincidental, 
mainly the result of other factors? * 

Much of the evidence on this subject, covering the period before World War II, 
has already been assembled and analyzed in a study entitled “Industrialization 
and Foreign Trade,” published by what was then the Economic, Financial, and 
Transit Department of the League of Nations (Geneva, 1945), as a part of its 
program of postwar studies. This excellent study has been of invaluable as- 
sistance in connection with this survey. Its findings, based on pre-World 
War II data, were very briefly stated in the preface as follows: 

First, that until 1930 the growth of domestic manufacturing, far from render- 
ing countries independent of foreign manufactured goods, stimulated the import 
of such goods. 


1 Although the statistics presented in this study focus attention on whether the less 
developed countries, as they industrialize, tend to reduce or to increase their over-all 
imports of manufactures, this is really not the whole story. If industrialization results 
in large increases of imports of unmanufactured goods into the less developed countries, 
this may create better markets at home for the manufactures of the developed countries. 
An illustration is the case of the United States and Japan. ‘The rapid expansion of manu- 
facturing industry in Japan in the present century did not prevent an increase in its 
imports of manufactures. What stands out more, however, is the enormous increase in the 
Volume of Japan’s imports of unmanufactured products, especially raw materials. Thus, 
Japan is today by far the leading foreign outlet and an enormously important market for 
American cotton. Such sales of American cotton increase the incomes of American con- 
sumers and their capacity to buy American manufactures. 
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Second, that again up to about 1930, those countries in which manufacturing 
developed most rapidly as a rule increased their imports of manufactured goods 
more than did other countries ; and 

Third, that after the breakdown of multilateral trade in the 1930's, this rela- 
tionship between the growth of industry and of trade in manufactured goods was 
severed. 

For purposes of the present survey, statistical data in the League of Nations 
study have been integrated into a general body of later and readily available 
data. The present survey does not, however, purport to have performed the ex- 
haustive task of bringing this earlier study up to date. 

‘Two kinds of statistical data appear to be relevant. The first kind would show 
the extent to which, with specific illustrations, the industrialized countries are 
customers for each others’ manufacturers. Does their currently high degree of 
industrialization prevent them from having a vast and increasing trade amongst 
themselves in manufactured goods? 

The second kind of data would show whether increasing production of manu- 
factures in countries that are in either earlier or later stages of industrial 
growth has been accompanied by increasing imports of manufactured products. 
Was there a similarity of trends between these two in the half century before 
World War II, and is there evidence that this is still the case in the postwar 
period ? 

There follows a series of tables showing the importance of trade in manufac- 
tured goods among industrialized countries, 

The table immediately below shows the relative importance of industrial and 
nonindustrial countries as markets in recent years for the exports of manufac- 
tured goods from the industrial group. 


Trade in manufactured goods, industrial versus noninaustrial areas 


Data given in half-year totals, in millions of dollars, f.o.t 
‘ 1953 1954 1 105t 
Ist 2d is 2d Ist » | 
half half ! f f 
FE yports of manufactured goods from indus- 
tr.al countries to industrial countries 7, 677 7, 489 7,875 8, 030 9, 027 YW, S44 10, 735 
} of manufactured goods from indus- 
untries to nonindustrial countries ? 6, 477 7, 000 7, 326 7, 742 7, 934 8, 461 8, 966 
ted States, Canada, Western Europe, and Japan. 
2 Rest of the world 
Source: GATT—International Trade 1955. Data extracted from table II, ‘“Network of Total Inter- 
national Trade and of Trade in Raw Materials and Manufactures.” 


These figures show, in brief, that the industrialized countries are in the ag- 
gregate the best customers for each other’s manufactured goods.’ 

In 1955 and the first half of 1956, about 53 percent of the exports of manufac- 
tures from the industrial countries went to other industrial countries. Yet the 
population of the countries in this group was only about one-fourth the world 
population, and slightly over two-fifths of the world population outside the Sino- 
Soviet bloc. 

Exports of manufactures from industrial to other industrial areas in 1955 
amounted to about $53 per capita: to nonindustrial areas, about $11 per capita. 
Thus, on a per capita basis, the industrial countries were almost a five times 
better market for their own manufactures than was the market furnished by 
the nonindustrial countries. 





2 They are also their own best customers for their own total exports, including unmanu- 
factured products. In 1957, 40 percent of the world’s total exports were from industrial 
areas to other industrial areas; 28 percent from industrial areas to nonindustrial areas; 
22 percent from nonindustrial areas to industrial areas ; and 10 percent from nonindustrial 
to other nonindustrial areas. ‘The intraindustrial group trade includes, of course, large 
exports of foodstuffs and raw materials from the United States and Canada to other 
countries in the industrial group. ‘Industrial areas,’ as referred to here, comprise the 
United States, Canada, the OE EC countries, and Japan. Source: Bank for International 
Settlements, 28th Annual Report, 1958. 
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As countries become industrially more mature they tend to specialize in- 
creasingly in the particular categories and subcategories of manufacturing in 
which they enjoy a comparative advantage. As their overall productivity in- 
creases, their standards of living—reflected in increasing and more selective 
per capita consumption—also rise. It is this circumstance that accounts for 
the growth, rather than shrinkage, of trade in manufactured goods among these 
countries as their industrial economies continue to expand. 

There follows a series of tables that illustrate how this principle works out 
in specific cases. 


The following table shows how the process is reflected in the recent foreign 
trade of the United States. 


U.S. commercial exports and imports in certain categories of manufactured goods 








| 1957 1958 
ss isceiitiamnaiiiscietiticlpainattcataie esi 
Exports | Imports Exports Imports 

lextile manufactures (includes semimanufactures) - - ---| 667 | 1 554 600 
Iron and steel mill products...............--..---..-- 1, 122 | 197 681 
Machinery Se eR eh in cS ca el baleen 4, 004 | 425 3, 661 
Automotive vehicles and parts_---~.---- 1, 309 337 1, O83 
Civilian aircraft and parts agen e aiigina aes em ak 267 | 53 216 78 
Chemicals and related products- - ---- Seles ws-soe] 1, 379 | 276 1, 342 282 
Photographie goods <2 inti bidieneun dubeneb waa wor 104 | 42 105 41 
Rubber tires and tubes (all kinds) - Si ncacewhues seen 101 | 10 88 13 


| | | 





! Jute burlap has been excluded from these import data. 


Source: U.S. Department of Commerce. 


This table shows that in 1957 and 1958 the United States, although a large 
exporter of manufactured goods, also imported large quantities of manufactures. 
The figures shown for particular categories of goods are striking. In must of 
the categories there is a very substantial movement of goods in both directions. 
This clearly reflects the results of specialization within those categories. 

The following table shows the two-way movement of particular manufactures, 


or categories of manufactures, in the trade between the United Kingdom and 
Germany. 


Trade between the United Kingdom and Germany in selected categories, 1955 


[Thousands of pounds sterling] 








United Germany 

Category Kingdom | exports to 

exports to United 

Germany Kingdom 
Fron anid otnel welll 19 GOs 6 onc cdet eeu cd waco nyese eee a ‘ , 483 3, 616 
Motal maniufnotures... idee cenisednccasecnecus Bilas atin in athe Suk ss 1, 060 3, 766 
Machinery and appliances__.................-.-- A ae 10, 951 25, 132 
Motor vehicles and parts. .-.....-.....----.- = ibetinoshidanlaicadtadadtas 2, 085 3, 923 
Chemicals and related products- -...------ : 5, 692 15, 193 
Textiles _- nisi cable pawskitevedhatseaatenan PT ome 12, 163 3, 530 
Clothing ae toa \ Setecieteacte tle ie cc i clientes ; ‘ 1, 821 44 
Rubber products_- ; in ; tera wieladnes 734 1, 046 
Solontiiie equinmant..vsc coc vccdsncvddamieccces- nai een wanes : 379 2, 552 





Source: Data derived from ‘Britain and Europe,”’ the Economist Intelligence Unit, Ltd. (Lond 
1957), statistical appendix. 
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imports aii Exports of industrial Machinery by 
Specified turopean Countries 1955 
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For many years the two-way trade between the United Kingdom and Germany 
has been cited by economists as an outstanding example of the way in which 
trade between two industrially advanced countries with broadly similar indus- 
trial and wage structures thrives rather than languishes under the impetus of 
competition. This was possible largely because of the high degree of specializa- 
tion within Similar industries in both countries. The table above exhibits this 
same characteristic in their postwar trade with each other. Although, quite 
naturally, there is in most categories a considerable preponderance of trade in 
one direction or the other, there is no case in which the opposite movement was 
not of substantial proportions. In some cases, notably machinery and appli- 
ances, it was large. 

Similar conclusions may be drawn from the following table: 


Imports and exports of industrial machinery by specified European countries, 
1955 


[Millions of pounds sterling] 











Exports | Imports Exports | Imports 
IEE Si oo ncncnsuecumaoen® 425 OE ER eee 16 33 
TI isc cs nib kek orate ae 36 DOr a ue wewdcudecos. 34 27 
RS learn sie dens a 101 113 || Norway--.---- ee ee iced 3 31 
DR ecckCase denen Sy 68 TE sc aSccnowncnuuxuuds 63 58 
Netherlands.- --_-_- 35 PAT New cndeuincetwce= 93 41 





United Kingdom 460 92 


Source: Data derived from ‘Britain and Europe,’’ the Economist Intelligence Unit, Ltd. (London, 
1957), p. 97. 


This table shows for 11 European countries, imports and exports of industrial 
machinery in 1955. Although the preponderance of exports over imports was 
marked in the case of Germany and the United Kingdom, both nevertheless were 
very substantial importers of industrial machinery. For the other countries 
(except Norway), the striking features is that the volume of exports is not 
greatly different from that of imports. 

Let us now examine trends of production and imports of manufactured goods 
over a relatively long period. For shorter periods, the normal relationship be- 
tween industrial growth and imports of manufacturers tends to be obscured or 
upset by periods of worldwide business depression, by wars, or by disorganiza- 
tion of international economic relationships in consequence of wars. 

The following table shows the trends of world production and world trade in 
manufactured goods from 1881-85 to 1936-38, omitting the period of World War 
I and the first 5 years of the depression in the 1930's. 


Trends of world production and world trade in manufactured goods 











[1913= 100] 
Index of Index of Index of Index of 
Period production trade in Period production] trade in 
of manu- manufac- of manu- manufac- 
factures tures factures tures 
Bb A ee 30 Ak. | 80 78 
| RRS eee ae 37 45 ae =a 94 46 
Se |e 43 ey SS viiecwdctnesdccnnen 103 77 
I 54 4 a | 139 104 
Ss ae ee 67 63 Rete ee 185 92 


Source: ‘‘Industrialization and Foreign Trade,’”’ League of Nations (Geneva, 1945), pp. 130, 157. 


It will be noticed that up until World War I world manufacturing and world 
trade in manufactures show rather close similarity of upward trends. In the 
twenties the index for manufacturing shows a continued rise from the prewar 
period, but—no doubt in part because of the adverse effects of the war on in- 
ternational trade during the early postwar period—there was a temporary de- 
cline in the trade index for manufactures, followed by a resumption of the 
upward trend. The period 1986-388 shows a continued growth of manufactures, 
but with a decline in trade owing to the international economic dislocations 
caused by the world depression. 
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United State 
Producti 
Imports 
Exports 

United Kins 
Producti 
Imports 
Exports 

Germany: 
Productic 
Imports 
Exports 

France 
Producti 
Imports 
Exports 

Italy 
Productic 
Imports 
Exports 

Canada 
Producti 
Imports 
Exports 

Belgium 


Imports 
Ex ports 
Japan 


Imports 
Exports 


Exports 
Finland: 


Imports 
Exports 


Imports 
Exports 
Australia: 


Imports 
Exports 
Netherlands: 


Imports 
Exports 
Switzerland: 


Imports 
Exports 
Sweden: 


Imports 
Exports 


1 Not avail 


US. 


mn 


dom and Ireland 


yn 


mn 


mn 


on 


I as 


Production 


‘ India and Burma: 
Production 
Imports _- 


Production 


New Zealand: 
Production. 


Production_- 


Production 


Production. -- 


Production 


able. 


[In volume: 1913=100] 


1896- 
1900 


(1) 
(4) 
(*) 


(1) 
(}) 
(1) 
46 
38 
(1) 
60 


62 


68 
34 


1901- 
05 


19065- 
10 


79 
SS 
66 
&3 
Sl 
R92 
81 
74 


80 
2° 
&3 
93 
97 


67 
70 


as 
80 


64 
85 
66 


82 
66 


() 
91 
SS 
M4 


69 


1911 
13 


98 
4 
100 


93 
100 
87 


(92) 
93 


(1) 


(!) 


92 
91 


(1) 
94 
91 


(’) 
101 
101 


95 
93 
93 


1921 
25 


87 
65 


60 


118 
73 
73 

130 

116 

(1) 

126 

70 


7F 
4o 


1 


to * bo 


9 
5 
5 


(85) 


63 
79 
96 
105 
102 
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-a cific. 


1926- 
29 


189 
158 
93 


155 
153 
a 


146 


102 
173 
167 


65 


42 


(105) 


98 
100 


134 
154 
163 


Source: League of Nations, ‘‘Industrialization and Foreign Trade” (Geneva, 1945). 
NoOTE.—Figures in parentheses are uncertain. 


The following table shows for 15 individual countries the relative trends in 
production and trade in manufactured goods from 1896-1900 to 1936-38. 
of these countries are European ; two are the United States and Canada; and the 
four others (Japan, India-Burma, Australia, and New Zealand) represent widely 
varying stages of economic development in Asia and the 


Production and trade in manufactured goods for specific countries 


1931- 
35 


118 
as 


95 


92 
83 
51 
91 
61 


114 
66 
140 
56 


97 


123 
69 


Nine 


1936- 





rm 
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The figures in this table covering the period up to 1929 follow a consistent 
pattern. They show in every country similarity in the trends of production 
and of imports. Moreover, though there were some deviations, notably in the 
case of Japan, France, and Belgium, in most instances there was a fairly close 
relationship between the rate of increase in manufacturing and the rate of 
increase in imports of manufacturers. The import index covers, of course, all 
manufactures. Undoubtedly, for some of these countries, increased imports of 
capital goods during the process of industrialization were an important factor 
in the upward trend of imports. But for most if not all of them—particularly in 
view of the length of the period covered—it seems virtually certain that imports 
of consumer goods also increased. This distinction is important, since the pri- 
mary concern in this survey is whether, once industrialization has progressed 
beyond the initial stages, and increasingly as the process continues, the in- 
dustrially developed countries will find themsaelves progressively deprived of 
market outlets for their manufactured goods by this new competition. 

During the period 1926-29 to 1986-389, there is no such consistent pattern in 
the figures. With the exception of Japan, India-Burma, Finland, Sweden, and 
the Netherlands, the earlier years of the world economic depression (1931-35) 
brought moderate to sharp declines in the production of manufactures. With 
a few exceptions, there were even greater declines in imports of manufactures. 
By 1986-38 there had been sufficient recovery so that in 12 of the 15 countries 
the production index was higher than in 1926-29, although not in all cases in 
proportion to the population increase. In 12 cases the index for imports re- 
mained lower than in 1926-29, although usually higher than in 1981-385. While, 
therefore, it is possible to detect during this decade some correspondence be- 
tween production and import trends, the figures clearly show that the normal 
pattern was greatly disrupted by the world depression, with its accompanying 
currency disorders and widespread rise of trade barriers throughout the world. 

There are no figures available since World War II continuing the index 
series contained in the table above. But other figures are available indicating 
that in recent years there has been the same parallelism in the trend of manu- 
facturing and imports that existed prior to 1929. The following table showing 
indexes by volume bears this out. 

The figures in this table show for the period 1953-57 the same similarity in 
trends of production and imports of manufactured goods as was demonstrated 
in the pre-1930 period. In addition, in the case of every country listed; imports 
of manufactured goods have increased faster than has production of manufac- 
tures as a whole. In the cases of Western Germany, France, and the United 
Kingdom, the rate of increase in imports was considerably greater than that 
for production. Postwar restoration of industrial plants in these countries was 
still a factor affecting imports. 


Trends of production and imports of manufactured goods in specified countries, 











1953-57 
1953 1954 | 1955 1956 | 1957 
ae | 
Production of manufactured goods in countries specified 
(1953 = 100): 
og senso eetiasaeaieipenes eadabniiine 100 | 93 103 106 107 
a TE ae on aaliemmaainnimeiabe nae 100 108 115 114 117 
ra etna bahiounbinet | 100 109 118 130 148 
Western Germany (excluding Saar)_......------.---------- | 100 112 130 141 149 
ed beab nein eenenbeke 100 109 119 128 138 
ia ci pene Qembenesnoewene ) (1) (1) re) (4) 
i aa oe ekemabeamanon 100 lll 122 151 179 
— of manufactured goods by countries specified (1953= 
00): 
I la al etraepibtbinasans giants Saath 100 94 108 121 (4) 
ee SOUR... cnantckaecenend 100 107 134 133 139 
a re alan earch noe ORNED hie inane eS e Sem 100 114 149 180 200 
Western Germany 100 138 197 223 () 
ne. ne ee bin k minnie nideunnwe 100 113 116 131 (4) 
Te ene a reeiaieaineuranee 100 116 137 158 174 
EE EE ES ES eS eee eer are 100 96 86 153 0) 








1 Not available. 


Source: Production data: from OEEC, ‘Industrial Statistics, 1950-57, and International Monetary 
Fund,” “International Financial Statistics (1958).’’ : 
ween Japan: Data derived from ‘‘Economic Commission for Asia and the Far East, 1958,’’ United 
Nations, 
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The following table for Latin America, where manufacturing has reached a 
far less advanced stage than in the countries listed in the preceding table, shows 
the same trends for recent years as in the case of the industrially advanced 
countries. 


Recent trends in Latin American production and trade in manufactured goods 


(Volume indexes: 1950100] 











| 1953 1954 1955 | 1956 | 1957 
Production of manufactures_ -____-- wipe’ : | 108 117 126 131 | 137 
Total imports_ _- 112 27 131 132 155 
Consumer goods, nondurable > ‘ 103 113 110 111 129 
Consumer durable goods. - _._- 5 | 101 112 132 138 146 
Capital equipment. ----- Si Fe lee a ccscaaie eno ‘ 122 130 135 135 171 


Source: Data derived from ‘‘Economic Bulletin for Latin America’’ (October 1958) (UN Economie Com- 
mission for Latin America), 


{Volume indexes 1990 106) 





Two things stand out in this table. The first is the similarity of trends. 
Prior to 1957, production and imports moved upward at about the same rate; in 
1957, imports rose considerably faster, owing—as the table reveals—to a sharp 
rise in imports of capital equipment. The second feature is the fact that the 
increase in imports of manufactures took place not only with respect to capital 
equipment but also with respect to consumer goods. Fer imports of consumer 
goods as a whole the upward trend corresponds in a general way with that for 
production of manufactures. The rate of increase is greater for durable goods 
than for nondurable goods; yet it is noteworthy that even for the latter, imports 
were 29 percent higher in 1957 than in 1950. This is significant since it shows 
that, even in the earlier stages of industrialization when there is a logical 
supposition that capital equipment will bulk large in the imports, imports of con- 
sumer goods, and even of nondurable consumer goods, also go up. 

The table below shows imports into 11 Latin American countries separately, 
and into all Latin America, during the years 1948-50 and 1954-55, broken down 
to distinguish between (a) finished goods and materials requiring further 
processing, and (b) between capital goods and consumer goods. These countries 
are in varying stages of industrialization. 
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Latin American: Imports 1948-50 and 1954-55 












{Annual averages in millions of U.S. dollars at 1950 prices] 








Total imports Finished Materials! |Capital goods?) Consumer 
Countries in process of goods goods 3 
ndustrialization 





















1948-50) 1954-55) 1948-50) 1954-55/ 1948-50 1954-55 1948-50 1954-55 | 1948-50) 1954-55 















Argentine 1, 229 Q62 | 597 331 1 632 631 545 397 684 | 564 










Brazil 1,038 | 1, 401 O88 793 349 608 452 538 585 | 863 
Chik 254 313 | 134 16 120 152 103 97 151 216 
Colombia. 326 613 199 355 126 250 159 208 166 307 
Cuba 501 504 367 360 134 143 gu Q7 401 407 
Ecuador 46) 114 33 80 14 34 19 40 27 | 74 
El Salvador 41 2 33 6: ‘ 13 i0 19 30 59 
Mexico 532 745 324 468 209 277 261 346 272 399 
Peru 164 270 101 167 oo 103 75 119 gH | 151 
Uruguay 172 262 95 107 77 156 72 111 100 151 
Venezuela 755 YOU 5S4 703 i70 255 431 532 323 426 
















Total 5,055 | 6,225 | 3,154 | 3,589 | 1,896 | 2,620 | 2,225 | 2,593 | 2, 825 3, 616 

Other countries ‘5 $39 629 303 437 133 185 1i8 176 318 446) 
Total Latin American 

imports = 5.494 | 6,854 | 3, 457 4,026 | 2,029 | 2,805 | 2,343 | 2,769 | 3,143 4, 062 










1 Goods that require appreciable further processing. 
2 Includes finished goods but also materials destined for use mainly in the manufacture of capital and 
goods 
Includes finished goods but also materials destined for use mainly in the manufacture of consumer 


goods 
















*“*Economic Survey of Latin America, 1956.’" Economic Commission for Latin America, United 





It is evident that not only was there a large increase in total imports, on 
an average annual basis, between 1948-50 and 1954-55, but there was also a 
very sizable increase in imports of finished goods, which accounted for about 
60 percent of all imports in both periods. Imports of both capital goods and 
consumer goods showed large gains, but the increase in imports of consumer 
goods was greater.” The import pattern for all the countries shown was broadly 
the same—imports in all categories increased, though in varying degrees—except 
for Argentina, whose imports declined. 

t A Latin American country in which the earlier stages of industrialization 
are clearly evidenced is Mexico. The following table shows by means of index 
numbers, the trend of Mexico’s production of manufactured goods during the 4- 
year period 1954-57, and shows also in dollar values the trend of imports of 
manufactures during the same years. 

During the period shown there was a distinct upward trend in both produc- 
tion and imports of manufactured goods in Mexico. The greater rate of in- 
crease in output of production goods than of consumer goods reflects the Mex- 
ican Government’s emphasis on expanding certain of its capital goods industries. ; 
Nevertheless, there were large increases in imports of capital goods. Imports * 
of consumer goods, after initial declines, Were about on a level in 1957 with 
those in 1954, with durables somewhat higher, nondurables somewhat lower. 
Although there are variations in detail, the figures in this table are broadly in 
conformity with the general pattern of economic growth evidenced in other 
countries as shown in earlier tables, namely, a concurrent rise in production 
and imports of manufactured goods. 

Finally, it is worth examining relevant statistics for Canada. Canada is of 
special interest not only as the greatest single market for U.S. exports but also 
because Canadian industrialization has already made, and is still making, great 
forward strides. é 




































eencmremmanee 


’As shown in the table notes, the statistics for capital goods and consumer goods 
include in each case materials destined for use mainly in such goods. Since there was a 
very substantial increase in imports of finished goods, this does not invalidate conclusions f 
as to trends. ' 
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Mezico: Trends of production and imports of manufactured goods, 1954-57 


[Production in index numbers, with 1950=100; imports in millions of dollars at 1950 prices] 











Year | 1954 | 1965 | 1956 1957 | 

Total production__- ; ieedtinith > ood 121.0 } 134. 0 146.0 156.0 
Consumer goods ; papal 115.0 | 124. 0 126. 0 127. 
Production goods 2 cas ; 143.0 | 171.0 | 201.0 | 231.0 
Imports (millions of dollars), total__.____- pean 381.6 412.0 481.8 495. 5 
Consumer goods: | 

I ied eri casi pcisttinineiadecdgebcc mented 50.4 49.6 56.3 | 60.3 

Nondurable 3_____ | 73.6 | 58.0 57.7 | 61.0 
Capital goods: } | 

For agriculture. _ . : 27.2 # 38.5 36. 2 | 35.3 

For industry and mining. - ‘ 160. 2 175. 1 215.4 247.5 

For transport -.-_.- ; ; 70. 2 92.8 | 116.2 91.4 





1 Preliminary estimate. 


2 Includes pig iron, steel, rolled products, cement, sulfuric acid, caustic soda. 
3 Excluding maize. 


Source: United Nations Economic Commission for Latin America: ‘‘ Economic Survey of Latin Americas, 
1957.”’ 


(Millions of Canadian dollars) 


Gross vaine at manutecturing producting ee tmports of matsfactured goods » 





The following table shows the gross value of Canada’s production and of 
imports of partly and fully manufactured goods for selected years. 


Canada: Gross value of manufacturing production and imports of manufactured 
goods in selected years 


[Millions of Canadian dollars] 
Year of manu- manu- 


facturing factured 
production} goods! || 
—— a 
| 





| | | 
Gross value] Imports of | Gross value} Imports of 


Year | of manu- manhu- 
| facturing | factured 
| production goods ! 





: STE 





} 
ate gee 3, 833. 4 | ON I cine ase ical beeen | 12, 479.6 2,071.1 
Ree ei ccceae hi, oo 1, 954.1 PE cevgiccrmascegasdaoadh., See 2, 323.0 
eee 8, 625.5 | | ili ltl lit Aiea Se | 16, 392. 2 3, 078.8 
ie tne er ee 3, 475.0 ay pe eel lal cals 16, 815. 2 | 3, 174.1 
ars tea ae ee 8, 035.7 | pet” gs lean, egal Peete | 17, 571.9 3, 531.6 
ee 10, 081. 0 1,000.7 |) 1954... ..-0--pecee-n-aoninn | 17, 510.0 | 3, 301. 4 
ee ree | 11,8768 | 1; 900.8 } aS rl aE et “| 19; 558.6 3, 844.8 


' 





1 Includes both partially manufactured and fully and chiefly manufactured goods. 


Source: ‘‘Canada’s Imports,” Royal Commission on Canada’s Economic Prospects, January 1957, 
43528—59——-11 
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It is significant that both production and imports in Canada of partly and 
fully manufactured goods moved upward together strikingly in unison. Be- 
tween the 3-year period 1946-48 and the 3-year period 1958-55, manufacturing 
almost doubled ; imports of manufactures slightly more than doubled. 

The following table shows a breakdown, for selected years, of Canada’s total 
merchandise imports into three categories: raw materials; partly manufactured 
goods; and “fully or chiefly’ manufactured goods. 


Canada: Merchandise imports for selected years, by degree of manufacture 
[Millions of Canadian dollars] 


| Partially | Fully or | 











Year ' Total Raw ma- | Percent manu- |Percent! chiefly | Percent 
imports terials! |oftotal| factured | of total manu-_ of total 

| factured 

| 
ES rr 1, 265.7 | 200.5 | 23.0 101.2 | 8.0 | 874.0 69.1 
Ds one ee aneameeiee 671.8 | 195.1 | 29.0) 65.7 | 9.8 411.0 | 61.2 
I ates aai Sethe shindh ince teow tosioeosties 2, 574.0 614.2 | 23.9 159.8 6.2 1, 800. 0 | 69.9 
2, 761.2 | 690.2 | 25.0 | 198, 6 | 7.2 | 1, 872. 4 | 67.8 
Re ioeedctoo- charac asnien aacepieanien 3, 174.2 | 851.3 | 26.8 250. 5 8.1 | 2, 072.5 65. 3 
ata cc sieinindtbintioe 4, 382.8 | 812.1 18.5 | ee 5.0 3, 353.1 | 76.5 
tia anette titel teehee 4, 093.2 | 792.0; 19.3) 205. 7 5.0 | 3, 095. 6 75.6 
ENS. ARERR 4,712.4 | 8683) 18.4) 244.9 5.2} 3,500.1] 76.4 
Dai nstdisipaimmbdibiaaspewet | 5, 705. 4 | 997.5 | 17.3 311.1 5.5 | 4, 396. 8 77.0 


1 Includes all completely unprocessed products, whether animal, vegetable, or mineral. 
Source: ‘Trade of Canada, 1956." Dominion Bureau of Statistics (table 27, p. 94). 


The most striking feature of this table is that the ratio of imports of fully 
manufactured goods to total imports has gone up from about two-thirds to three- 
fourths in recent years. In the last year given (1956) there was a marked in- 
crease in imports in all three categories, with imports of fully manufactured 
goods constituting 77 percent of total imports. There is no evidence in these fig- 
ures that the increase in manufacturing production in Canada is causing a de- 
cline in her imports of manufactures. 

A further breakdown of the Canadian figures, showing selected categories of 
imports in 1953, 1954, and 1955, is contained in the following table. 


Canada: Imports of selected manufactured goods, 1958-55 


[Millions of Canadian dollars} 
| 1953 | 1954 1955 

Clothing, personal furnishings, textile and leather materials ! _- 497 434 499 
Tobacco and alcoholic beverages..--........-..-.-.------.--..- 26 24 25 
Furniture, appliances, and household electronic equipment, 

on ccunenepnacess 158 133 151 
Miscellaneous manufactured consumer goods *..-.......-....- 318 341 377 
BiGoeinery ane equipment 6. «wn. nsec sc tte n cece wenn 976 911 1, 006 
Neen ee tales | 158 115 172 
Materials for structures and miscellaneous capital goods 5. ___- 268 | 239 286 
Autos, tracks, and peste Big jocciineisee din} ~ incnind> locntiowse | 340 | 276 389 


1 Includes: all fibers and textiles, furs, hides and skins, leather (unmanufactured and manufactured), 
dyeing and tanning materials, pocketbooks, and alist of such minor items as buckles, belts, buttons, bathing 
shoes, and rubber clothing. 

* Includes: refrigerators, heating and cooking apparatus and , 0il space heaters, household machinery, 
furniture (wood and metal), radio and T’V sets and parts, and veneers. 

3 Includes: (1) miscellaneous manufactured durable consumer goods—amusement and sporting goods, 
musical instruments, cutlery, hollowware, bicycles, guns and parts, electroplated ware, clocks and watches, 
tableware of china, jewelry, spectacles an apegreeen (2) miscellaneous nondurable consumer ¢00 is—books 
and printed matter, drugs and pharmaceuticals, lamp bulbs, and a list of smaller items such as household 
paper goods, batteries ce poet and soap. 

¢ Includes: (1) All electri apparatus (including X-ray a peveias, battery jars, silbion steel and part of 
radio parts), except batteries, fuses, lamp bulbs, electrical light fixtures, magnetos, spark plugs, radio and 
television sets and parts, and electric dry-shaving machines; (2) other machinery and equipment—farm 
machinery, machinery other than agricultural (including lawn mowers, scales, valves, bearings, chains, 
nuts, rivets, engines and boilers other than auto, truck and aircraft engines, scientific and educational equ 
ment, and alist of smaller items such as pulleys, valve meters, rubber belting, castings for agricultural imple- 
ments), except household machinery. 

‘Includes: All unmanufactured wood (except veneers and pulpwood); structural steel sheet and skelp 
for pipes; tubes, ce and fitting; nails, spikes, and tacks; plate and sheet glass; paints, pigments, and 
varnishes; wire products; electrical wire and cable; and a long list of smaller items such as, wooden millwork, 
building materials, hardware, plumbing fixtures, household heating equipment, and lighting fixtures. 

* Includes: automobile and truck engines; autos, freight and passenger; buses; and auto parts. 


we “Canada’s Imports,”” Royal Commission on Canada’s Economic Prospects, January 1957; 
e 32. . 
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In the consumer goods sector, between 1953 and 1955, imports of the first 
three classes of goods shown remained about the same. But imports of miscel- 
laneous consumer goods * showed a marked increase. In the capital goods sector, 
there were also varying gains. Even imports of automobiles, trucks and parts 
rather surprisingly held up or increased.° 

There is no evidence in the statistics of the period covered that Canadian 
industrialization—which naturally tends to stimulate imports of capital goods— 
is causing a decline in her imports of consumer goods. 

Referring to the two questions raised at the beginning of this section, histori- 
cal evidence demonstrates a similarity between the trends of manufacturing 
production and imports of manufactured goods in both developed and under- 
developed countries. This correspondence is distinctly observable not only during 
the several decades prior to the 1930 depression (barring the period of World 
War I), but also since World War II. Viewed in the aggregate, there appears 
to be no reason, as of 1959, to differ from the broad conclusion reached in the 
League of Nations study (published in 1945 and based on pre-World War II 
data) that “imports of manufactured goods tend to be stimulated by industrial 
growth in normal times, but that this tendency can be, and from time to time 
has been, checked or nullified by restrictive commercial policies or by currency 
disorders.” ° 

It now remains to consider whether there is reason for supposing that there 
is any strong cause-and-effect relationship between the increases in production 
and in imports of manufactured goods. 

There is ample justification for this assumption. The reasoning which leads 
to this conclusion was set forth in the introduction in very general terms. It 
needs, however, to be further elaborated here. 

Take the case of a country with an almost completely nonindustrial economy. 
When manufacturing is introduced, more of the country’s labor supply begins to 
work for wages. More people live in urban centers. Internal trade between 
town and country springs up and increases. As industry and commerce grow, the 
money incomes of the population rise. With higher incomes the desires of the 
people for a greater variety of goods and services to meet their wants can be 
increasingly satisfied. 

Some of the increased output of manufacturers, ordinarily in the simpler 
kinds or stages of processing, is likely to go toward satisfying internal demands 
that have never before been satisfied at all. Some of it may be of a kind that 
tends to displace in the home market or in export markets manufactures pre- 
viously supplied by the industrialized countries. While particular industries in 
the older countries may feel the effect of such displacement, other industries will 
stand to gain from the newly created and expanding market for a growing 
diversity of products. In the earlier stages the emphasis is likely to be on 
increased imports of capital equipment. But as the overall productivity of 
labor rises with increasing mechanization, and as incomes rise, the market 
increases for a widening diversity of consumer goods. 

As the imports of the underdeveloped country increase, there must, of course, 
be increased means of paying for them. The additional foreign exchange must, 
sooner or later, come from increased sales of goods or services to foreign coun- 
tries. This necessity may be deferred and spread over a long period by bor- 
rowing, but it cannot be avoided short of default on the loans. In most, if not 
all, cases, what this implies in actual practice is that the developing country 
mhust increase its export earnings. Experience shows that this is what nor- 
mally happens. It may be achieved either by increasing the quantity of raw 
material exports or by exporting more semimanufactured and manufactured 
products. This sort of thing can and does happen, notwithstanding that the 
developing country is also likely to be producing more goods than formerly for 
domestic consumption. The greater productivity of the economy of such a 
country as a consequence of industrialization—normally accompanied, or even 





‘Including, notably: Books and printed matter, drugs and pharmaceuticals, amuse- 
= and sporting goods, musical instruments, cutlery, clocks and watches, and china 
ableware. 

eet the table does not show this, it appears that in 1955 Canada’s imports of 
foods, clothing, and footwear or materials for such uses and of miscellaneous consumer 
— comprised about one-third of her total imports ; capital goods and consumer durables 
including military equi oat over one-third ; selected raw materials which flow primarily 
into the manufacture of dura lle goods, 12 percent; and the remainder, fuels, lubricants, 


and chemicals. (Source: Canada’s Imports, Royal Commission on Canada’s Economic 
Progress). 


® Op. cit., p. 91. 
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overshadowed, by improved technology in its agricultural or extractive indus- 
tries, as well—enables it to produce more, export more, import more, consume 
more. 

The patterns of import and export trade are likely to shift; the volume, to 
increase. In this process, the newer countries do not become poorer markets, 
but better markets, for the manufactured products of other countries. Some 
of the industrialized countries may be in a better position than others, or more 
willing, to make adjustments to take advantage of new marketing opportunities. 
But for the older industrialized countries as a group, industrialization in the 
newer countries represents not a threat to their manufacturing industries but 
rather an opportunity for future expansion. 


WHAT OF THE FUTURE 


What are the potentialities for increased trade between developed and under- 
developed countries as the latter industrialize and under what conditions are 
these potentialities most likely to be realized? 

Potentialities 

A broad indication of the possibilities for increased trade is conveyed by the 

following table: 


Estimated national product per capita in specified countries in 1957 

















| 
Country | Dollars per |} Country | Dollars per 
capita capita 

Oiiecntiiciesien — aaa _—— —|| _ ee eran smesnemnie 
United States . | 2, 570 | Indonesia. -_- dit 65 
Cee et tee ee 1,899 || Thailand_._.____- -§ ; | 92 
France Lien chenesigte nied ee ee | 134 
Belgium-Luxembourg...-.-....----- --| 1, 200 |} India ‘ eae | 68 
United Kingdom poached 1,199 || Pakistan__- Stibdice nt Gie sits 65 
West Germany-.-.......-.----- 989 || Burma. - : pain cane 56 
BaUMneNNO is jos 5-5 i ascijnecs--se) Bs ER 608 ond ne ig nncnnasa~ 47 
ko tn Saks 307 || Ghana_..- sansa eben 169 
te canoe wee 136 | 


Source: Office of Statistics and Reports, International Cooperation Administration. 


The contrasting levels of per capita national production shown in the two 
columns of the table serve to indicate how very low, by the standards of the 
advanced countries, are incomes in the underdeveloped countries. Something 
like 70 percent of the world’s population lives in countries that cannot be said 
to have overcome economic backwardness.* 

The potentialities for the growth of U.S, foreign trade are suggested by the 
following table, which shows the intensity of U.S. trade relations with the in- 
dustrialized countries as compared with our trade with underdeveloped coun- 
tries. 





™In speaking of increased productivity in consequence of industrialization it is not 
assumed that industrialization in the sense of development of manufacturing enterprise is a 
panacea uniformly applicable to all underdeveloped countries regardless of the particular 
circumstances of the country concerned. For some countries, physical or other factors 
impose severe limitations on the possibilities of any large development of manufacturing 
industry. In any event, technological advancement in agricultural or extractive industries 
is likely to be, for many underdeveloped countries, the initial requirement for economic 
growth. In a generic sense, industrialization may be thought of as including technological 
advancement in all phases of economic activity, whether in manufacturing or otherwise. 
However, it remains a fact that industrialization even in the more limited sense of growth 
of mannteeanee industry has in the past usually been an important factor in economic 
evelopment. 
8“ The Role of Foreign Aid in the Development of Other Countries’”—A study prepared at the request 
of the Special Committee To Study the Foreign Aid Program, U.S. Senate, by the Research Center In 
Economic Development and Cultural Exchange for the University of Chicago, March 1957. Study No. 3, 


p. 3. 
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U.S. exports per capita to specified countries in 1957 

















Country | Dollars per Country Dollars per 
} capita 1 capita 
— —_—$—<—_—_—. Sr a — —_ oe eneenaereee 

Cs oo iii cecin cdntidateticnntnnktn | 235.00 | TN een 1.32 
IE ig ic oan ent anid wei 50. 00 a ees 1.10 
oe ee | oh ie ee Sedacacone 3. 24 
COs bo vcnscdnciadpubesscenscease Py Riso tceciintie oe es iew suas tact .37 
RINSE ode ti aetna Scene annem EO nn eiccninnw ean ae 1.45 
aa in Ce need noe ele en aac 4.10 |) Ghana. ....-...2. at oeceaoeee | 2.12 
WEN ie aoa coe cn ce tT 1. 67 } Sa a en sical . 33 
REPU: « a\picalte cence nas Sicenaeeen | 1, 28 





Source: Office of Statistics and Reports, International Cooperation Administration. 


From the data in these tables it is apparent that even modest increases in the 
incomes of consumers in the underdeveloped countries (say 2 or 3 percent a 
year) could lead to a great increase in their foreign trade, including imports 
from the United States. 


Issential economic factors 


Many factors, economic and noneconomic, would enter into a complete assess- 
ment of the extent to which the potentialities for increasing market outlets’ 
for the manufactured goods of the industrially advanced countries may be re- 
alized in consequence of economic growth in the underdeveloped countries. But 
on the economic side there are at least three indispensable conditions. 

Continued economic growth in the industrialized countries.—The first essen- 
tial is that the economies of the industrialized countries shall be healthy and ex- 
panding. Under these conditions it will be much easier for the industrialized 
countries to profit from changing patterns of trade and competition. Economic 
contraction or stagnation in the industrial countries causes rigidity, fear of 
change, demands for import restrictions, and a reduction in imports which slows 
or obstructs economic development both in the industrialized countries and 
elsewhere. Major depressions and wars, of course, throw the entire world econ- 
omy into disorder and tend to distort normal rates and patterns of economic 
growth. But even in the absence of such disruptive forces, much depends upon 
whether economic policies and measures in the industrialized countries are of 
the kind which foster, rather than retard, economic growth. 

Maintenance of liberal commercial policies.—It is of vital importance that the 
commercial policies of the free world be such as to encourage multilateral trad- 
ing and the continuous expansion of international trade. Unless this condition 
is met it will clearly be difficult either for underdeveloped economies to grow or 
for the United States and other industrial economies to profit from their growth. 
Balance-of-payments difficulties and trade restrictions such as were experienced 
in the 1930’s and after World War II, could undermine world economie growth.” 

The industrialization of the underdeveloped couitries may itself become an 
important testing ground regarding adherence by the free world to liberal trade 
policy. If, instead of adapting their industrial and trading activities to the 
changing competitive conditions, the older countries try to maintain preexisting 
economic patterns, they may be able to relieve particular industries from the ad- 
verse impact of the new competition, at least in their own home markets. But 
in so doing they will fail to make the readjustments that would enable them to 
take full advantage of the enlarged world market for the great diversity of manu- 








*** Market outlets” refers to total market outlets, whether in the developing country or elsewhere, includ- 
ing the home market of the older, industrialized country. 

_% The importance of multilateral trade is emphasized by what happened in the 1930's. 
Up to the late 1920’s the countries where manufacturing had increased fastest were, ip 
general, those that experienced the largest increase in imports of manufactures. During 
the 1930's there was no such consistent pattern in the figures. Commenting on this, the 
following observation is made in “Industrialization and Foreign Trade” (League of 
Nations, 1945), p. 119: 

“In several instances this deviation from the norm that had characterized the preceding 
decades could be explained by the breakdown of the system of multilateral trade and the 
resulting disintegration of the international economy. From this it would appear that 
the real danger the older industrial countries may have to face is not the spread of industry 
throughout the world but the failure to restore multilateral trade, or its collapse when 
once restored.” [Italics ours. } 
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factured products they are capable of supplying. If their response to the new 
conditions is purely defensive, if they succumb to pressures for Government as- 
sistance, through tariffs or in other ways, to maintain things as they are, to that 
extent the potential gains to be realized by both the older and the newer coun- 
tries will fail to materialize. 

This assumption regarding the importance of maintaining a multilaterial 
trading system has specific implications for U.S. policy. If the United States is 
to profit from economic development abroad, it will be necessary for it once again 
to assume leadership in championing liberal trade policies. The core of the multi- 
lateral trading system is the General Agreement on Tariffs and Trade. The na- 
tions which are parties to the GATT account for much the greater part of inter- 
national trade. The continuance and further strengthening of GATT as the chief 
instrumentality for protecting and enlarging the volume of international trade is 
of the utmost importance to the United States and the entire free world. Is use- 
fulness would be enhanced by the establishment of a permanent administrative 
organization to replace the makeshift arrangements under which it is now ad- 
ministered.” 

Flexibility in adjusting to and taking full advantage of changing competitive 
conditions.—This is the heart of the matter, upon which all else depends. Will 
industry in the developed countries make the necessary adjustments to assist 
and profit by the economic growth of the underdeveloped countries? Will indus- 
trial leadership be flexible and resourceful, or will it be dominated by a purely 
defensive attitude, and seek to freeze existing patterns of trade in the face of 
inevitable economic change? 

For some countries adaptation may be more difficult than for others. Older 
industrial countries that have long been accustomed to supplying manufactured 
goods of simpler and less varied types to underdeveloped countries in exchange 
for primary products are confronted with new problems. Some of the products 
formerly sold to the underdeveloped countries, such as textiles, are likely to be 
increasingly supplied by newly established industry in the underdeveloped 
country ; and this new competition may even eventually extend to third markets. 
In the past this situation has created problems of economic readjustment in 
particular countries and particular industries that are being overcome only with 
difficulty.” 

This problem of readjustment to changing economic conditions, in ‘a world 
where change is the law of life, is a very old one, traceable in world economic 
development since medieval times. The great industrial, commercial, financial, 
and social transformation brought about by the industrial revolution in the 
latter part of the 18th century, ushered in an era of change which has ever since 
continued at an accelerating pace. Nothing during these two centuries has been 
so constant as change. Countries that have been energetic, imaginative, and 
resourceful in adapting to change and the possibilities of economic growth have 
grown strong and prosperous. Countries that have sought at any stage to 
freeze an economic or social pattern have brought up the rear. 

Today, change is occurring at a far faster pace than ever before in the history 
of the world. Among the profoundly revolutionary conditions of our time are 
the release, control, and application of the infinite energy of the atom; the 
penetration of outer space; new means of transportation and communication 
which annihilate distance; the staggering breakthroughs of science and tech- 
nology which make possible a continuous stream of new foods, fibers, buildng 
materials, medicines, machines: the advance of automation; exploding popula- 
tions at home and abroad; and finally, the “revolution of rising expectations” 
among the underdevelped peoples of the world—the revolt against poverty 
which Paul Hoffman calls “the most significant event of our century.” 

In this situation, the policies pursued by the industrialized countries can per- 
haps retard the economic change for which the underdeveloped peoples of the 
world are pressing, but they cannot stop it. The older countries could not suc- 


11 For an exceptionally clear seposttion of the basic role of a multilateral trading system 
in fostering world economic stability and growth, see Folke Hilgerdt, ‘““‘The Case for Multi- 
lateral Trade,” American Economic Review, Papers and Proceedings of 55th Annual Meet- 
ing, March 1943. ‘Multilateral trade,” the author concludes in part, is a factor “exercis- 
ing a determinant influence in international monetary equilibrium, international finance, on 
the level of prices formed in the world market and, through them, in national markets, and 
accordingly in production, employment, and the course of the business cycle.” 

12 It has been argued that industrialization today is on a massive basis and that therefore 
the adjustment for industrialized countries may be more difficult than in the past. This 
argument, however, ignores the effect of higher per capita income resulting from the new 
industrialization upon levels of consumption. 
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ceed, even if they wished, in keeping the underdeveloped countries in the equiva- 
lent of a colonial status, supplying primary materials for the industrial coun- 
tries and existing under living standards for their people that are at the barest 
level of subsistence. 

Failure by the Western World to recognize the force and implications of the 
world revolt against poverty could be costly to it. For progress toward a better 
life in the underdeveloped countries is essential to political and social order 
and to world economic and political stability. However, what needs to be 
stressed here is that the economic development of these areas can also open a 
new vista of economic opportunity for the older, industrialized countries, and 
that such opportunity will be realized only if the latter are alert and progressive 
in adapting their economic policies and their industrial resources to changing 
conditions. 

This is a challenge which the United States, especially, should welcome. In 
the United States, with its highly diversified economy and its enormous re- 
sources in capital and technology, adaptation to changing competitive conditions 
is not only possible but necessary and offers promise of rich rewards. Through- 
out our history, American industry has gone forward courageously to meet 
change and to turn it to good account. Its imagination, energy, and resource- 
fulness in developing new products, creating new markets, and adopting new 
methods of production and distribution are equaled nowhere in the world. 
These qualities are in large part responsible for American industrial preemi- 
nence and for the incomparably high American standard of living. 

In the United States, the new has traditionally been greeted, the old dis- 
carded, and temporary adversity in competition turned to advantage. This is 
the pioneer spirit. It has dominated our past. It continues largely to prevail 
today. A leading American industrialist estimates that 20 years hence three- 
quarters of industrial production in the United States will consist of materials 
and products that are now only on the drafting boards or in the minds of re 
searchers and inventors. 

If American industry should fail to exhibit the resourcefulness and adapta- 
bility that would make the economic growth of other countries an opportunity 
for gain, it will be because of inadequate industrial leadership and not of any 
absence of technological capabilities. For in technological research leading to 
new products the United States is far in advance of any other country, and 
seemingly there is no point of satiety in human consumption of goods and 
services, given the capacity to pay for them. It is obvious, says Prof. Sumner 
Slichter, of Harvard University, that technological research increases the 
capacity of the economy to raise productivity. “Less obvious,” he continues, “is 
the fact that research gives the economy the capacity to bring about planned 
increases in the demand for goods, both by creating new demands for con- 
sumption goods and by creating new investment opportunities.” It “affects 
the demand for consumer goods,” he explains, “by developing new kinds and 
varieties of consumer goods that people desire to incorporate into their stand- 
ard of consumption.” It is the source of “dynamic consumption standards” 
that have been rapidly growing in recent years.” 

Thus, the question becomes one, not of capabilities, but of spirit and attitude 
of industrial leaders. If they look upon the economic development and indus- 
trial growth of the underdeveloped countries as an opportunity for exploiting to 
the full our latent capabilities for technological and industrial progress, we 
can greatly profit from it. If, on the other hand, our Government reacts to the 
new conditions by succumbing to pressures to preserve the industrial status 
quo in the midst of fundamental world economic change, it will have lost a 
great opportunity. And losing it, the traditional pioneer spirt of which we 
have been so justly proud will have succumbed to a new attitude that can lead 
only to eventual economic stagnation. 

The greatest spur to industrial progress and the surest safeguard against 
stagnation is competition. The initiative, imagination, resourcefulness, and 
flexibility that are engendered by competition lie at the very heart of the issue 
with which this survey is concerned. Given the pioneering, competitive spirit 
that has been so characteristic of American economic growth, American in- 
dustry can share, along with that of other industrialized countries, in the eco- 
nomic benefits to be realized from the economic growth of other countries. 





8 “The Industry of Discovery”; a paper presented at the Conference on Research and 
Development and Its Impact on the Economy, on May 20, 1958, in Washington, D.C. 



















































164 U.S. PRIVATE FOREIGN INVESTMENT 


Much more is at stake, however, than lost economic opportunity. This, in 
itself, represents a colossal cost in terms of economic stagnation. In addition, 
we are today engaged in a protracted conflict with world communism in which 
the individual freedom and national independence of all the people in the world 
are at stake. There are many aspects to this conflict—military, political, eco- 
nomic, psychological. But increasingly, it is becoming a competition in per- 
formance—between progress under communism and progress in freedom. 

Which can best serve the hopes and aspirations of the hundreds of millions 
who live in degradation in Asia, Africa, and Latin America? Most of these peo- 
ples have recently achieved national independence. All are aware that science 
and technology have so far advanced that it is no longer necessary to live in 
hunger, poverty, and despair. They are determined in one way or another to 
improve their lot. And they are impressed by what has been done in a short 
time in the Soviet Union and in China. 

Will they succumb to the methods and lures of the Kremlin? The future of 
Western civilization may well depend on the answer to this question. Com- 
munist leaders have no doubt as to what the answer will be. And so they 
challenge the performance of our free political system and our free world econ- 
omy all across the board—in industrial productivity and growth, in science and 
technology, in educational methods—even in culture and the performing arts. 

But at heart the challenge is economic performance: Whose methods shall 
prevail, and under whose leadership, in the newly developing countries of the 
world? 

Allen W. Dulles, Director, Central Intelligence Agency, has said: 

“Whereas Soviet gross national product was about 33 percent that of the 
United States in 1950, by 1956 it had increased to about 40 percent, and by 
1962 it may be about 50 percent of our own. This means that the Soviet economy 
has been growing, and is expected to continue to grow through 1962, at a rate 
roughly twice that of the economy of the United States. Annual growth overall 
has been running between 6 and 7 percent, annual growth of industry between 
10 and 12 percent.” 

This contrast in the current rates of growth of industry in the two countries, 
should it continue, would have serious long-range implications for the United 
States. There is, however, no inherent reason why it should give rise to pessi- 
mism. Our competitive, free-enterprise system is superior to the Communist 
system—but only if we allow it to work. 

Our only security, our only hope for prosperity and happiness lie in adaptation 
to change, in seeking to direct change to our advantage and to that of the whole 
free world. The surest way to impoverish ourselves and lose our freedom is to 
hoard our investment capital at home, to build national walls against competi- 
tion, and to protect and perpetuate inefficient methods and outmoded products. 

Growing industrialization in the less developed countries of the free world will 
over the years undoubtedly result in increased competitive pressure on some 
industries in the United States. At the same time, it will open vast opportuni- 
ties for others. The pattern of trade will change continuously; but total trade 
and advantage will increase. 

Growing world industrialization is, therefore, a threat only if American in- 
dustry, business, and Government react to it defensively and with hostility. If 
we regard it not as a threat but as a challenge and go forth confidently to meet 
it, it offers an opportunity beyond measure to safeguard freedom and build 
better lives for all freemen. 


Senator Proxmire. We have received statements from the U.S. 
Council of the International Chamber of Commerce and the Texas 
Independent Producers & Royalty Owners Association. They will 
both go into the record here. 

(The statements referred to follow :) 


STATEMENT OF U.S. COUNCIL OF THE INTERNATIONAL CHAMBER OF COMMERCE, 
PHILIP COURTNEY, CHAIRMAN 


PEP 






Private foreign investment benefits this country both economically and politi- 
eally. Employment, profits, and markets, about which these hearings are par- 
ticularly concerned, are all improved by the investment activities abroad of 
American businessmen. These improvements result from the direct economic 
effects of foreign investment. They also result from the contribution which 
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investment makes toward creating a world in which our economic and political 
system can prosper. 

Our survival is at stake in the struggle with the Communist system. The 
outeome of that struggle depends upon many factors, one of the chief of which 
is the economic course which other countries take. This is true for the devel- 
oped as well as the less developed nations. 

It is clear that we are more secure if we can count on having strong allies. 
It is clear also that we will be more secure if the newly formed nations develop 
and strengthen economic and political systems which are compatible with our 
own system, under which political and economic freedom and human well-being 
have developed to such an extraordinary degree. 

It is obvious that we cannot and do not want to force other countries to 
accept our system or even our ideas about how human welfare can best be 
advanced. We can and must, however, do everything within our power and 
consistent with our ideals to encourage, influence, and assist other nations to 
pursue policies which are consistent with their and our best interest. 

The U.S. council is convinced that economic development and expansion 
through private means is the most effective way to advance human welfare. 
This method is sure; it is practical; it insures that resources are put to work 
in the ways which will yield the highest possible economic return. 

This is true for countries which have already achieved a certain amount of 
economic development as well as for those which are in a more primitive state. 
It applies to those nations which are clearly and closely allied to us as well 
as to those which are consciously striving to follow a neutral course. 

We all know, however, that there are in many parts of the world powerful in- 
fluences which are inimical to the development of free economic and political 
institutions. The most obvious, of course, are the disruptive policies of the 
Communist powers as well as their efforts to influence countries to develop 
along totalitarian lines. Somewhat less evident are the pressures within coun- 
tries themselves—especially within the newly formed nations—to take numerous 
shortcuts, to rely excessively upon direct government action, and to curtail free- 
dom for the purpose of quick economic expansion. 

These policies can be wasteful, even disastrous, for the countries adopting 
them. They make it less likely that these countries will be friendly to the 
United States and to the West. 

Surely our Nation is politically more secure in a world where most countries 
have political and economic systems which are at least compatible with our own. 
Surely our domestic economy will enjoy a more secure and healthy prosperity 
in such a world than in a world where more and more countries are adopting 
policies and systems which involve centralization of economic power and 
planning. 

The U.S. council is convinced that two of the most effective instruments avail- 
able to the U.S. Government in its struggle against communism and for economic 
and political freedom are international trade and the encouragement of private 
foreign investment. 

Private foreign investment brings with it practical means for economic de- 
velopment. New plants making use of techniques already developed here at 
home quickly contribute to the product of the developing nation. The need to 
operate profitably is a powerful incentive to the efficient use of resources and 
a continuing fight against waste. 

Private investment is superior to public investment in other important ways. 
It lends support to and helps develop a local business community, thereby 
strengthening elements of the local population which are likely to be friendly 
to economic and political democracy and to the West. 

The U.S. council holds, therefore, that the domestic economy of the United 
States will be more secure, more healthy, more prosperous in a world where the 
private sectors of other economies are expanding and not losing ground or 
merely tolerated. The U.S. economy is made more healthy by a flourishing rate 
of private foreign investment. 

The effects on the American economy of private foreign investment do not 
stop with these real benefits. There are direct business advantages to our 
country as well. 

Private foreign investment results in an increase in American exports by 
making our customers abroad more prosperous. Those countries with the high- 
est per capita income in the past have imported the most from the United States. 
For example, in 1957 Canada with per capita income of $1,436 purchased $234 
per capita from the United States; Great Britain with $958 income purchased 
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$21 per capita from the United States; France had income per capita of $846 
and imported $13 per capita from this country. On the other hand, Egypt's in- 
come per capita was $109 and her imports were $1.5. Similar figures for India 
were $61 for income and $1.1 for imports per capita from the United States. 

Furthermore, direct foreign investment increates American exports by creat- 
ing new and larger markets for American capital goods and supplies for new 
plants abroad. A demand is also created for parts and servicing. 

The beneficial effect on our exports of our private investment is borne out 
by statistical evidence. Between 1950 and 1957 direct private overseas invest- 
ment by American concerns grew by 114 percent and our exports increased by 
93 percent. During this period U.S. manufacturing investment in Great Britain 
rose by 112 percent and our trade with that country went up by 116 percent. 
In the Union of South Africa between 1950 and 1957 our manufacturing in- 
vestment rose 122 percent, and our exports by 136 percent. In India the in- 
creases, respectively, were 125 and 103 percent. 

Private foreign investment also benefits the domestic economy by assuring an 
adequate flow of raw materials. Low cost raw materials contribute to the com- 
petitive strength of American industry in world markets. They assure to the 
American consumer a higher real income than he would otherwise enjoy. 

There have been demands to restrict the imports of cheap foreign raw mate- 
rials, but such a policy cannot be followed for long unless we are willing to re- 
duce our entire standard of living to keep people employed in particular in- 
dustries. We all want to expand the number of high-paying jobs available in 
this country. Yet there is no way a man can earn high pay at a low production 
job. The rest of the Nation can subsidize him on this job, but only at the cost 
of a real reduction in potential standard of living for everyone else. 

Private foreign investment, by contributing to this country’s political and 
economic security, by expanding the market for American goods abroad and by 
assuring sources of low cost raw materials, is essential to a dynamic and pros- 
perous economy here. 

The U.S. council has, therefore, recently urged the House Ways and Means 
Committee to adopt the Foreign Investment Incentive Tax Act of 1959, H.R. 5. 
We believe that this bill will go a long way toward stimulating a more adequate 
level of private foreign investment. 

The council will continue to urge the adoption of measures of foreign economic 
policy which we believe will strengthen this country. We are convinced that a 
healthy expansion of private trade and investment will stand fundamental to 
this policy. 

However, on many sides it is claimed that foreign investment will hurt this 
country and will result in unemployment here. It is feared that American com- 
panies will produce goods abroad which would otherwise have been produced 
here and that, therefore, Americans will be thrown out of work. These fears 
result from a misunderstanding of the principles of international trade and, in 
particular, the principles of the division of labor and of comparative advantage. 
Rather than hurting the American economy private foreign investment will 
help it. 

No nation’s trade and economy are static. There is always change. For- 
tunately, for this country this change has involved an increase in our national 
production and therefore of our living standards. The improvement, unfor- 
tunately is not as great as it would have been if sound measures of monetary, 
commercial, and fiscal policy had been pursued. We are fortunate in being a 
very richly endowed nation and have been able to progress in spite of obstacles. 

When, however, conditions for the production of certain products or types 
of products become more favorable abroad than they are here, the American 
businessman can do one of three things. He can invest abroad in order to be 
able to sell abroad; he can become more efficient; or he can do nothing. For- 
tunately it is in the American tradition of initiative to adjust and either to lower 
domestic costs or to invest abroad or to do both. The result in any case is ad- 
vantageous to the United States because otherwise the field would have been left 
to the foreigner. 

Competition from abroad is a healthy thing. It forces us to search out more 
efficient ways of producing. It results in the production of new and better 
products. It forces us to find lower costs of production. A better use of our 
resources follows. We all enjoy a higher standards of living as a result. 
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STATEMENT OF HARRY C. JONES, PRESIDENT, TEXAS INDEPENDENT PRODUCERS AND 
ROYALTY OWNERS ASSOCIATION 


Mr. Chairman, gentlemen of the committee, I am Harry C. Jones, independent 
oil and gas producer of Kilgore, Tex. I am president of the Texas Independent 
Producers and Royalty Owners Association, 304 Vaughn Building, Austin, Tex. 

It is not the purpose of our testimony to pass on the efficacy of proposed further 
liberalization of tax treatment accorded private foreign investment in general. We 
intend no comment, furthermore, as to any U.S. foreign aid program deemed nec- 
essary to meet the problems of underdeveloped countries in the free world. 

Our purpose is to present the viewpoint of domestic independent producers 
of petroleum with regard to the effects such tax liberalization on foreign invest- 
ment may have upon our own operations here in the United States. 

We challenge the validity of certain assumptions underlying some current 
proposals for tax liberalization, and submit that the net effect of additional 
subsidies to foreign investment in some cases would seriously conflict with 
objectives no less important to the United States and the free world. 

For example, the tax deferral provision alone in H.R. 5, according to Treasury 
Department estimates, would amount to an approximate $300 to $500 million 
windfall to existing U.S. investment abroad. The provision for worldwide appli- 
eation of the 14-percent-tax reduction for foreign investment would cost an 
additional $200 million. Other provisions would be no less costly. 

But more important than the cost to taxpayers, in our judgment, is the prob- 
ability that such increased preferential treatment might do irreparable injury to 
domestie enterprise, serve no worthy objective in our relations with free world 
allies, and promote industry monopoly. 

Certainly in the case of petroleum, no further encouragement seems appro- 
priate. According to all reliable criteria, U.S. capital investment in overseas 
petroleum represents a disproportionate share of our present involyment abroad. 
In testimony before the House Ways and Means Committee subcommittee con- 
sidering this matter, even some witnesses advocating more liberalization of tax 
treatment for foreign investment acknowledged that an exception should be 
made in the case of oil. 

The fact is that there is both a world oversupply of petroleum of such serious 
proportions as to jeopardize not only the economies of source countries heavily 
dependent upon oil revenue, through the collapse of crude oil prices, but the 
economie stability and security of America and the free-world. Much U.S. 
capital going to foreign areas is at the direct expense of development at home, 
accounting in large part for a declining number of wells drilled in the United 
States and the consequent lag in maintaining proved reserves adequate for 
security objectives. 

Despite unsettled political conditions in the Middle East, hundreds of millions 
of dollars are being spent in that area to increase the flow of oil to markets in 
the face of the fact of an excess supply of crude in every important producing 
area of the world. 

It is generally acknowledged that if encouragement is needed for investment 
abroad, concentration should be given nonextractive industries—that is, manu- 
facturers—especially in underdeveloped areas. Only about one-fifth of our 
foreign investment is in manufacturing, and less than 2 percent of the total of 
manufacturing investment is in underdeveloped countries of southeast Asia, 
Africa, and the Middle East. Yet the investment in Middle East oil production 
alone is measured in billions, and the lack of oil-consuming industries in this 
area dumps almost the total oil production on the glutted world market. 

U.S. oil industry investment in 1959 is concentrated in foreign areas, despite 
the fact that production abroad already seriously exceeds markets abroad. This 
has brought on the serious problem of U.S. oil imports, necessitating congressional 
and Presidential action imposing mandatory limitations. 

Even while consideration is being given the need for liberalized tax treatment 
to American companies operating abroad, ostensibly on grounds of aiding the 
economies of our free world allies, the facts show that industrial production 
is growing abroad at a rate considerably in excess of the rate in this country. 

Of the billions of dollars invested in foreign countries by U.S. corporations, 
a major portion represents petroleum interests in the Middle East and else- 
where. In 1957, for example, American companies invested $4 billion abroad, 
with about $3 billion in direct investment. American oil companies provided 
$1.7 billion, 44 percent total investment and 55 percent of direct investment. 
Preliminary data available for 1958 and 1959 indicate the trend is continuing. 
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Proponents of these measures argue that liberalized tax treatment to Ameri- 
can companies abroad would reduce the need for direct Government aid. 
Even if this were true, we question whether American aid in the form of tax 
windfalls to a few companies is a proper means of assisting the economies of 
allied nations. Particularly when these American companies, as in the case of 
oil, are importing their foreign surpluses into this country does it seem true 
that the net effect is to increase the economic dislocation both here and abroad, 
and to promote monopoly control within the minerals industry. 

In our judgment, the effect would be to add privilege to an already privileged 
group—the international oil companies who are accorded preferential tax treat- 
ment sufficient to have already attracted serious concern in Congress and 
elsewhere. 

We refer particularly to recent senatorial debate relating to the use made of 
foreign tax credit privileges by U.S. oil companies abroad. 

Results of previous efforts to accelerate foreign investments by American 
oil companies include (1) creation of a world oil glut so great as to threaten the 
oil producing industry throughout the free world, and (2) the building of con- 
siderable animosity abroad for America. 

The question arises: Is control of so much of the world’s oil by American 
companies really necessary to our security or our economy? Actually, it may 
in the end pose the greatest threat to both. 

What percentage of oil industry control abroad is now controlled by American 
companies? 

Canada: about 74 percent American. 
Venezuela: about 65 percent American. 
Saudi Arabia: 100 percent American. 
Quwait: 50 percent American. 

Iran: 40 percent American. 

Bahrein: 100 percent American. 

Iraq: 23.75 percent American. 

Neutral zone: 100 percent American. 
Qatar: 23.75 percent American. 

If evidence were needed that so much American control is resented by the 
peoples of these nations, one has but to look at our closest neighbor and ally, 
Canada. The present administration there was elected on a ticket to recapture 
Canadian industry from American ownership and control. 

Witness also the fact that American domination recently became a principal 
political issue in Venezuela. 

There would be no oil imports problem in the United States today were it not 
for the fact that so much foreign oil is owned by American companies. More- 
over, American ownership seems to obligate our Government officials to attempt 
direct participation in the affairs of these source nations. 

In an article of July 9, 1959, in the Wall Street Journal under the heading 
“Gamble in Iran,” it is stated: 

“Uncle Sam is staking great strategic plans, no little prestige, and considerable 
cash on the ability and determination of one man—the Shah of Iran—to reform 
his country fast enough to stem a rising wave of political, economic, and social 
discontent. 

“In the process, the United States is getting deeply, perhaps dangerously, in- 
volved in Iran’s internal affairs. 

“If just presently planned programs are carried through, the United States 
will put nearly $1 billion into Iran in various sorts of military and economic as- 
sistence since the end of World War II. There are American advisers in 27 
Iranian agencies. U.S. officers helped train Iran’s army. U.S. money paid for 
almost all of its weapons and bases. Yank fiscal experts are helping Iran to 
collect taxes, an activity Iranians aren’t particularly keen about. U.S. edu- 
eators are attacking the country’s 80 percent illiteracy rate * * *.” 

-arenthetically, we might comment that such aid programs cast serious doubt 
as to whether oil from such Middle East sources actually is as cheap as it is as- 
sumed to be. When consideration is given the tremendous outlay of foreign- 
aid dollars in its multiple forms, this “cheap” oil runs extremely high. For ex- 
ample, it might be said that the cost to American taxpayers of keeping Iranian 
oil free and flowing has been 47.3 cents for every barrel produced since the end 
of World War II. In terms of Iranian oil imported into the United States, the 
cost to the American taxpayer has been about $121 per barrel. And if preser- 
vation of this oil source should embroil us unnecessarily in even a limited war, 

the cost in human lives would be great indeed. 
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There appears to be a widespread belief that if our Government doesn’t en- 
able American companies to produce as much oil as rulers of these countries 
want to sell, they may turn to Communist Russia. Actually, Russia already 
produces more oil than she can use, and that is not more than half of what is 
produced in the Middle East alone. Further expansion in the Middle East can 
only jeopardize stability of the oil industry in the free world. 

In our judgment, differences within the administration on the proposals for 
increased tax incentives to private U.S. investment abroad illustrates the ques- 
tionability of such proposals, and points up the need for a careful examination 
in the light of our foreign trade policy. 

While the State and Commerce Departments have actively supported tax 
measures to increase private U.S. investments overseas, the Treasury Depart- 
ment has recognized the fact of a $12 billion deficit for the current fiscal year 
and has realistically opposed unnecessary proposals calculated to reduce reve- 
nues sizably. 

The question arises: What is the actual purpose of increasing tax incentives 
to more foreign investment when foreign growth exceeds both our own expan- 
sion and foreign demand? Particularly in the case of oil is it true that foreign 
production is outstripping demand abroad, with the result that the Government 
here is faced with a serious import problem. 

Moreover, the dollar-gap excuse for unlimited imports and increased foreign 
investment no longer exists. The Commerce Department reports that Americans 
invested abroad $3.4 billion more last year than they received, due largely to 
a slump in exports. Approximately $2.3 billion of the difference went in the 
form of gold. Total exports dropped from the 1957 level of $27.7 billion to a 
total of $23.5 billion, while import payments dropped only $300 million to a 
total of $26.9 billion. 

The apparent need for reappraisal of the U.S. position arising out of this 
current experience was outlined by John J. McCloy, chairman of Chase Man- 
hattan Bank, in these words: 

“We are rapidly approaching, if we have not already reached, a balance-of- 
payments problem of our own. We even have a large number of our friends in- 
quiring about the stability of our currency. Without a sound dollar, not only 
our trade, but the whole world’s trade—and I daresay its whole welfare—is 
in real jeopardy.” 

Even as the American taxpayer is being told by congressional experts to 
expect no tax cut in the near future, and a strenuous effort is being made actu- 
ally to increase the taxload on the oil industry, we are faced with these pro- 
posals aimed at reducing tax payments by U.S. international companies. 

A special private report for the Department of State on this matter is being 
cited in support of these proposals. We call attention to the fact that this re- 
port recommended that if oil companies are allowed to participate in the pro- 
gram, they should not be allowed percentage depletion on their foreign pro- 
duction. This is mentioned only to underscore the conclusion even among pro- 
ponents of tax liberalization abroad that no further substantiation of American 
oil investment abroad is justified or desirable, a point further emphasized in 
debate recently by Members of the Senate when the matter of percentage deple- 
tion was under consideration. 

H.R. 5, however, makes no distinction, failing to recognize adverse effects of 
further encouragement of overexpansion by American oil companies abroad. 
As a matter of fact, international oil companies abroad would be the principle 
beneficiaries of such tax liberalization on foreign earnings. 

Certainly in the case of petroleum investment abroad, which is already at- 
tracting more than adequate capital investment, there can be little justification 
for new tax windfalls. The relative cheapness of crude oil from countries which 
are recipients of foreign oil investment and foreign aid, in combination with 
extremely low labor and subsidized tanker costs, already serves as more than 
adequate inducement to capital investment in petroleum abroad. 

While strengthening the economies of underdeveloped countries of the free 
world would undoubtedly serve the best interest of the United States, it is highly 


doubtful that this would be the result of present proposals for liberalizing tax 
treatment of foreign investment. 
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Analysis of the above table reveals that U.S. foreign investments are grow- 
ing at the rate of approximately $3 billion per annum under current U.S. tax 
laws. Preliminary figures for 1958 indicate the trend is continuing. 

Table figures show that investment in foreign petroleum operations is excep- 
tionally sound. U.S. earnings on foreign oil investment are much higher per 
dollar than on other foreign investments. The table also indicates that at least 
foreign oil operations do not need subsidized treatment to encourage additional 
investment. A considerable portion, growing proportionately larger, of direct 
foreign investment capital is being channeled into foreign oil operations. 

While total investment is increasing approximately 15 percent yearly, foreign 
oil investment is increasing by almost 25 percent. 


Senator Proxmire. The committee will stand in recess subject to 
the call of the Chair. 


(Whereupon, at 12:30 p.m., the subcommittee recessed subject to the 
call of the chairman.) 
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